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INTRODUCTION

3INTRODUCTION
Among the many important changes and develop-
ments of our modem economic regime, one of the most
outstanding is the merger movement. In the comparative-
ly short period of less than half a century, this move-
ment has assumed major proportions and today it repre-
sents one of our leading problems. This can readily be
appreciated when we consider that the merger movement
has not been confined to any particular industry or
group of industries; on the contrary, it has appeared in
every field of business: commercial, industrial, finan-
cial and public utility. Nor has it been limited to
small or medium-sized combinations, but rather, each suc-
ceeding year has seen larger and greater mergers and con-
solidations, bringing tbgether huge aggregations of capi-
tal into one gigantic unit. Million dollar corporations
have suddenly become hundred million dollar ones, and
even billion dollar combinations are not unknown.
Such a movement, therefore, is worthy of care-
ful study, since it has become of paramount importance in
our economic life. It will be the purpose of this study
to investigate some of the problems of mergers, with par-
ticular reference to their economic and financial aspects,
and to attempt to reach some conclusion as to their status
in our economic structure.
We shall approach the subject of our study with

4a threefold point of view: first, as the student of
economics; secondly, as the business man, interested in
the possibilities of mergers; and thirdly, as the public-
at-large, which is very much concerned with this merger
movement, in its several capacities of stockholder, em-
ployee, consumer and citizen. In other words, we shall
try to maintain, insofar as possible, a broad view of
the subject, in order that we may better understand its
importance and effect upon society.
For convenience, we have arranged our study
in four main divisions. In the first, we discuss the
economic aspects of mergers-their various types, their
purposes and objects, some of their operating problems,
their social and political aspects, all of which is pre-
ceded by a brief summary of their history and a discus-
sion of the economic principles involved. Secondly, we
take up the financial aspects of mergers, under which
heading we discuss such points as financial plans, the
retention of control, stockholders' rights, dividend
policies and the corporate charter. In our third divi-
sion, we give illustrations of each of the several types
of mergers, using the leading corporations as examples.
Finally, we give our conclusions and deductions, and try
to look ahead to the future of this widespread movement.

PART ONE
ECONOMIC ASPECTS OP MERGERS

6I. CHRONOLOGY OF THE MERGER MOVEMENT
The Nineteenth Century. Industrial consoli-
dation did not manifest itself to any great degree until
approximately the last decade of the nineteenth century.
Not that there were no such consolidations before this
time, but rather, they did not assume the size and im-
portance as did those in the years 1890 to 1899. Many
of our present-day mergers had their inception in these
latter years of the past century, so that we can defin-
itely trace the beginnings of the merger movement to
this period. A quarter of a century had elapsed since
the close of the Civil War, and business, fully recov-
ered from its effects, was firmly established. Already
combinations in business had attracted considerable at-
tention and public opinion, which was strongly antagon-
istic, was crystallized in the Sherman Anti-Trust Act
of 1890, of which more will be said later.
Some idea of the extent of the movement in
(1)
this period may be obtained from the following figures:
Year No. of Combinations Total Capitalization
1890 11 #137,611,500
1891 13 133,597,167
1892 12 170,017,000
1893 5 156,500,000
1894 None
1895 3 26,500,000
(1) Ref. No. 1, Pages 317-318

Year No. of Combinations Total Capital ization
1896 3 $ 14,500,000
1897 6 75,000,000
1898 18 475,250,000
1899 78 1,886,050,000
Some
these
of the larger consolidations represented in
(2)
figures were:
Year Company Capitalization
1890 American Tobacco Company $25,000,000
1890 National Cordage Company 31,000,000
1891 American Sugar Refining Co. 50,000,000
1891 National Lead Company 30,000,000
1892 General Electric Company 34,217,000
1892 United States Rubber Co. 50,000,000
1893 United States Leather Co. 128,000,000
1 AAA1898 American Tin Plate Co. 50,000,000
t ao r*>1898 Federal Steel Comoanv 100 000 000
1898 International Paper Co. 45,000,000
T Pi O, O1898 National Eiscuit Company 55,000,000
1 QQQ Amalgamated Copper Company 75,000,000
1899 American Car & Foundry Co. 60,000,000
1899 American Ice Company 60,000,000
1899 American Smelting & Ref . Co. 65,000,000
1899 American Woolen Company 65,000,000
1899 Pullman Company 74,000,000
1899 United Shoe Machinery Co. 25,000,000
(1)
(1) and (2) Ref. No. 1, Pages 317 to 321 inclusive

8The Twentieth Century. The consolidation move-
ment has had its most remarkable development in this cen-
tury, and in the past decade its growth has been phenom-
enal. This is not hard to understand. Modern business
methods, as practiced today, are of comparatively recent
origin, since they are based upon the countless inventions,
discoveries and improvements which have been made since
1900. Business and industrial organization has been revo-
lutionized by such improvements as: modern means of trans-
portation and communication; inventions of labor-saving
machinery; development of scientific methods in industrial
technology; large scale operations and mass production;
growth of the new science of industrial management; devel-
opment of our financial and banking systems; and the accu-
mulation of large supplies of capital available for in-
vestment in industrial securities. These and many other
factors, combined with our general prosperity as a nation,
have all contributed to the cause of the merger movement.
Moreover, the abnormal conditions brought about by the
World War provided fresh impetus to industrial expansion
and large scale operation.
In order that we may obtain some idea of the
extent of this movement in recent years, the following
statistics have been selected as significant:

9TABLE 11
MERGERS and ACQUISITIONS IN MANUFACTURING and MINING
(1)
By Quarters 1919-1928
Quarter 1919 1920 1921 1922 1923 1924 1925 1926 1927 1928
Number of Mergers Recorded
III o u 12 44 25 20 18 23 26 41 41 44
Re c ondO w \s 1 21 38 23 17 15 20 31 30 58 67
J. 1 1 X J. t 34 49 16 15 11 28 26 36 56 49
Fourth 18 42 25 12 23 22 34 31 44 55
To tal-a 89 173 89 67 67 95 121 139 207 221
Numbe r of Concerns Merged
(b) (b)
RM r>o +ru o u 44 135 163 59 62 61 89 242
(i>)
X X \J 1-LOO
Qw O vjll^l 5Q 112 85 45 44 59 76 151W 211 234
Third 98 116 43 62 29 75 70 107 167 137
Fourth 83 111 82 47 83 62 84 93 152 158
Total-a 292 474 373 220 218 263 333 597 nop 687
Number of Concerns Acquired
r xi o t 118 46 47 . 40 72 61 85 85 1 0^JL <J \J
Sec ond. 44 112 37 25 38 32 59 115 94 148X TtO
Third 83 121 53 35 26 40 83 100 109 154
Fourth 60 97 65 41 45 45 125 84 105 158
Total-a 235 459 203 156 160 200 342 398 399 572
Net Number
(
of Concerns Disappearing
c)
(b) (b)
First 57 209 184 86 84 110 124 286
(t>)
161 197
Second 82 186 99 53 67 71 104 236 W 247 315
Third 147 188 80 82 44 87 127 171 220 242
Fourth 125 166 122 76 105 85 175 146 213 261
Total-a 438 760 487 309 311 368 554 856 870 105-
Notes: (a) Annual totals are larger than the sum of the
quarterly figures because they include a small
number of events which could not be more defin-
itely placed within the year.
(b) Includes one merger of more than 60 concerns.
(c) Number of concerns merged plus number of concerns
acquired less number of new corporations formed.
(1) Ref. No. 2, Page 184

(1)
TABLE 12
MERGERS and ACQUISITIONS in MANUFACTURING and MINING
By Industries 1919-1928
XI7 ' PO '21 •22 '23 '24 '25 '26 '27 i PP
Number of Merge rs Recorded
UlX XD oo 16 11 9 9 8 7 7 7
4 7 6 5 8 11 5 5 3 4 58
Iron&Steel 24 42 9 15 13 27 25 23 57 35 270
jn oni e rrous O o 12 5 5 6 15 25 22 X» i Pi
Textiles 4 8 8 6 6 9 7 11 9 36 104
Motor
Vehicles 8 12 7 5 5 4 9 6 5 6 67
Chemicals 1 5 4 3 3 6 2 8 8 19 59
Foodstuffs 8 16 9 5 8 7 13 14 25 23 128
Lumber &
Paper 3 10 8 4 1 2 6 12 25 20 91
Other 16 52 10 8 9 14 31 28 46 52 246
Total 89 173 89 67 67 95 121 139 207 221 1268
Number of Concerns Merged
Oil 40 98 49 34 35 28 16 20 22 20 362
Coal 25 26 28 25 25 31 12 24 12 10 218
Iron&Steel 56 108 21 38 33 78 57 54 158 87 690
Nonferrous 21 20 30 14 17 13 38 249w 79 57 538
Textiles 12 19 19 18 15 24 26 28 30 93 284
Motor
Vehicles 16 33 16 25 13 9 20 13 16 15 176
Chemicals 2 26 14 6 9 14 11 32 23 56 193
Foodstuffs 28 38 54 15 37 26 50 47 114 128 537
Lumber &
Paper 8 21 122^ 12 3 7 14 40 72 52 351
Other 84 85 20 33 31 33 89 90 152 169 786
Total 292 474 373 220 218 263 333 597 678 687 4135
Note: (a) Includes two me rge rs > of over 60 concerns •
(b) Includes one merger of over 60 concerns «
(1) Ref. No. 2, Page 186
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(1)
TABLE 12 (continued)
'19 '20 '21 '22 '23 »24 '25 '26 '27 '28 Total
Number of Concerns Acquired
Oil 34 86 47 29 24 15 43 68 21 36 403
Coal 3 18 7 2 5 6 13 5 11 8 78
Iron&Steel 50 110 48 39 44 48 70 80 100 85 674
Nonferrous 10 36 17 14 16 35 47 35 39 259
Textiles 21 27 15 5 1 18 26 24 20 55 221
Motor
Vehicles 23 37 19 13 15JL yJ 8 19 15 14 28 191
Chemicals 8 23 9 18 6 9 14 16 19 40 162
Foodstuffs 30 26 9 14 12 36 43 50 67 139 426
Lumber &
Paper 9 26 9 4 A 12 9 21 30 33 159
Other 47 70 23 18 PR 32 70 72 82 109 551
Total 235 459 203 156 160 200 342 398 399 572 3114
Number of ' Concerns Disappearing
Oil 59 149 80 52 50 34 51 81 36 49 641
Coal 24 37 29 22 22 26 20 24 20 14 238
Iron&Steel 82 176 60 62 64 99 102 111 201 137 1094
Nonferrous 25 50 35 23 22 23 58 27
l
w 92 77 676
Textiles 29 38 26 17 19 33 45 41 41 112 401
Motor
Vehicles 31 58 28 33 23 13 30 22 25 37 300
u uoinxv a x s 9 44 19 21 12 17 23 40 34 77
Foodstuffs 50 48 54 24 41 55 80 83 156 244 835
Lumber &
Paper 14 37 123^ 12 8 17 17 49 77 65 419
Other 115 123 33 43 50 51 128 134 188 226 1091
Total 438 760 487 309 311 368 554 856 87cjl038 5991
Note: (a) Includes two mergers of over 60 concerns •
(b) Includes one merger of over 60 concerns •
(1) Ref. No. 2, Page 186

(1)
TABLE 13
MERGERS and ACQUISITIONS in FIELD of PUBLIC UTILITIES
By Quarters 1919-1928
Quarter 1919 1920 1921 1922 1923 1924 1925 1926 1927 1928
Number of Companie s Disappea ring
First 3 1 11 27 118 171 70 325 214 245
Second 8 8 9 47 76 139 94 261 308 189
Third 9 5 29 86 121 157 112 253 153 151
Fourth 2 1 25 125 106 108 99 186 221
Total-a 22 15 74 285 426 580 402 1029 911
Note: (a) Includes cases with month not known:
1923-5;1924-5;1925-27; 1926-4;1927-15;1928- 17.
(1) Ref. No. 2, Page 187

In connection with TABLE 13, MERGERS and
ACQUISITIONS in FIELD of PUBLIC UTILITIES by Quarters
1919-1928, the following information will throw further
light on this phase of the subject:
Under $10,000 22
$10,000 to 50,000 • 72
50,000 to 100,000 34
100,000 to 250,000 40
250,000 to 500,000 22
500,000 to 1,000,000 - --18
1,000,000 to 2,000,000 21
2,000,000 to 5,000,000 --- 19
5,000,000 to 10,000,000 13
10,000,000 to 20,000,000 15
20,000,000 to 50,000,000 18
50,000,000 to 100,000,000 8
Over 100,000,000— 2
Total 304
"Some indication of the size of the concerns
involved in these transactions is afforded by the rec-
ord of about three-fourths of the companies in 1925
according to their capitalization. The foregoing
statement shows the number of companies merged or pur-
chased, grouped according to capitalization in 1925.
That the mergers are not entirely among the small con-
cerns, is indicated by the foregoing statement, and by
the fact that 54 of the mergers in 1927 were mergers of
holding companies, taken over by other larger companies.
(1) Ref. No. 2, Pages 187,188
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Important Legi s lation . In tracing the progress
of the merger movement, we find that it has been the ob-
ject of several important legislative enactments, and we
shall review briefly the history of these laws. We begin
with the Sherman Anti-Trust Act, the forerunner of all
legislation directed at the evils of "big business."
This Act, named after its sponsor, Senator Sherman, was
passed in 1890, and was entitled "An act to protect trade
(1)
and commerce against unlawful restraints and monopolies.
It declared illegal "every contract, combination in the
form of trust or otherwise, or conspiracy, in restraint
of trade or commerce among the several States, or with
foreign nations." It further declared that any attempts
to monopolize trade or commerce would be punishable by a
fine of not more than $5000, or by not more than one year
imprisonment, or both. The Act also gave the courts the
power to enforce the law, and the Federal government was
authorized to institute equity proceedings against those
acting in violation of the law.
Since the passage of this Act, there have been
some important decisions handed down by the United States
Supreme Court. One of these was the decision rendered in
the Northern Securities Company case. This company was
formed as a holding company for certain railway lines,
including the Northern Pacific and Great Northern rail-
ways, it was "declared illegal by the Supreme Court,
(1) and (2) Ref. No. 3, Page 147
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in 1904, as it suppressed competition between those two
(1)
companies." Another decision of importance under this
Act was in the case against Swift and Company, the Chi-
cago meatpackers, which was decided in 1905. "The govern-
ment accused a number of Chicago meat-packing concerns of
being combinations in restraint of trade and asked the Fed-
eral court to grant an injunction against the combine. A
lower court granted the injunction, but the packers ap-
pealed the case. The Supreme Court sustained the injunc-
tion and the principle that combinations which conspired
to impose oppressive terms on buyer or seller were con-
(2)
trary to the Sherman Act." The Standard Oil Company of
New Jersey was the victim of another decision. This was
a holding company, which owned, through control of their
stock, nineteen subsidiary companies. "in 1906, a govern-
ment suit was brought against this combine as a violation
of the Sherman Act. The Circuit Court held the company
to be a combination in restraint of trade, but the case
was appealed. In 1911, the Supreme Court gave its decis-
ion and upheld the view of the lower court. It ordered
the Standard Oil Company to dissolve the combination with
(3)
its subsidiary companies within six months."
In its decision against the Standard Oil Com-
pany, the Supreme Court propounded a new doctrine, that
of the use of reason in each case to determine whether
or not a combination was illegal. "The courts must de-
cide in each case, tin the light of reason, 1 whether the
(1) Ref. No. 3, Pages 148-149
(2) and (3) Ref. No. 3, Page 149

combination is making use of illegitimate means of in-
creasing its business or whether it is a legitimate
attempt to introduce the economies of large-scale pro-
duction. In the latter case only such restraint of
(1)
trade is involved as is natural and reasonable."
Again, in 1911, the Court rendered a similar decision
against the American Tobacco Company. "The Court or-
dered a reorganization of the companies involved in
this combination, but it again went on record as be-
ing not hostile to the formation of combinations based
on greater productive efficiency These decisions
of 1911 forbade the formation and existence of destruc-
tive or extortionate combinations, whose purpose was to
eliminate competition and to raise prices. The question
was no longer whether a combination in restraint of trade
existed, but whether the economic effects of such a com-
(2)
bination were good or bad."
The next step to be taken by the government
was the creation of the Federal Trade Commission, which
came into existence by enactment of the bill of that
name in September, 1914. "The law of 1914 provided for
the creation of a Federal Trade Commission of five mem-
bers, to be appointed by the President with the advice
and consent of the Senate for a term of seven years.
The new Commission was designed to be a nonpartisan body,
and not more than three commissioners might be members of
(5)
the same political party."
(1) and (2) Ref. No. 3, Page 149
(3) Ref. No. 3, Page 155

The Federal Trade Commission was endowed with
two principal powers-those of investigation and those of
administration, the purpose of both being to eliminate
unfair practices. As to what constitutes unfair prac-
tices, the Federal Trade Commission Act of 1914 listed
the following as such: "(1) price discriminations; (2)
exclusive dealers' agreements; (3) obvious imitations
of brands, which were not protected by patents or copy-
rights; and (4) espionage on competitors. Unfair methods
cf competition had been made illegal by the Sherman Act
of 1890, but the Federal Trade Commission Act of 1914 was
(1)
more specific in its definition of them." The procedure
followed by the Commission is as follows: "The injured
party may appeal to the Commission for relief, or that
body may act on its own initiative. The Commission
states its charge and serves notice upon the offending
party, which has the right to appear at the proper time
and give reasons why the Commission should not issue a
restraining order against it. If the Commission finds
the practice to be unfair, it puts the facts in writing
and issues an order to the corporation to desist. If the
order is not obeyed, the Commission may apply to the Cir-
cuit Court of the United States for its enforcement. The
court shall then have the power to make an order affirm-
ing, modifying, or setting aside the order of the Federal
Trade Commission. The findings of the Commission as to
(2)
the facts, if supported by testimony, are conclusive."
(1) and (2) Ref. No. 3, Page 157

Another important piece of legislation was the
Clayton Act, which was also passed in 1914. This Act
prohibited the following practices: local price discri-
minations, tying agreements, holding companies and inter
locking directorates. Price discriminations between dif
ferent buyers were forbidden where they caused competi-
tion to be eliminated or decreased materially, or where
they tended to create a monopoly. Tying agreements were
banned, because the purchaser must agree not to buy the
goods of competitors. Holding companies were prohibited
in all cases where the effect of their formation would
materially decrease competition. This part of the Act
does not apply to railroads, however, special provision
having been made for them. Interlocking directorates
were also condemned, wherever the corporations are or
have been competitors.
The enforcement of the provisions of the
Clayton Act was turned over to the Federal Trade Com-
mission and the Interstate Commerce Commission. Thus,
the Federal Trade Commission Act and the Clayton Act
were brought under the joint jurisdiction of the Fed-
eral Trade Commission, thereby centralizing government
control of unfair business practices.
Other important legislation regarding mergers
and consolidations is embodied in the Webb-Pomerene Act
of 1918 and the Transportation Act of 1920. The former
legalized associations entered into for the purpose of

engaging in export trade. The purpose of this Act is
"to permit a number of small companies, not having a
sufficiently large capital or volume of business to
justify the carrying on of export trade, single handed,
to co-operate for this purpose in an export association.
The Transportation Act of 1920 provided, among other
things, for the consolidation of the railroads, under a
plan to be prepared by the Interstate Commerce Commis-
sion. It is not until recently, however, that any def-
inite proposal or plan has been promulgated by the Com-
mission, but it is now sponsoring a consolidation of
the railroads east of the Mississippi into four systems.
It is evident from the foregoing brief summary
of legislation concerning the merger and consolidation
movement, that our government is watching it closely.
What the future will bring in the matter of government
control of industry we do not know, but it is reasonable
to suppose that with the increasing size and power of
large mergers and consolidations, we shall see an ever
increasing amount of legislation and administrative
government supervision of "big business."
(1) Ref. No. 3, Page 162
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II. ECONOMIC PRINCIPLES INVOLVED
Before beginning a detailed discussion of the
economic aspects of mergers, it would seem appropriate
that we first consider some of the more important econ-
omic principles involved. To be sure, these principles
are not peculiar to mergers and consolidations alone,
since they are applicable to all business enterprises.
Nevertheless, we believe that the fundamental princi-
ples of economics must affect large size businesses,
of the merger type, to a greater and more profound de-
gree than would be the case with the small size business.
The big corporation must make no false moves in its pro-
duction and sales policies; it must be sure of its ground
at all times, because an erroneous decision regarding
these two major policies may prove disastrous. There is
too much at stake in the operations of mergers to permit
of such errors. A difference of a fraction of a cent in
production cost per unit of product, or in sales price
per unit, may seem infinitesimal but in reality, it may
mean the difference between extra dividends and large
losses. In short, merger executives cannot afford to
disregard these economic principles because of the very
size of their business; it is, rather, on account of this
fact that they must weigh carefully all decisions affect-
ing the major operations of their business.
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Supply and Demand. The first of these economic
principles to command our attention is that of supply and
demand, perhaps the most fundamental of all laws of eco-
nomics. It is this law which is of paramount importance
to all "business, since it concerns the market value, or
price, of commodities. Briefly, this principle may he
stated as follows: The price of an article is deter-
mined by the equation between the demand and the supply.
To quote one of our eminent economists, Professor F. W.
Taussig of Harvard University, "....the mode in which
the value of an article at any given time is determined,
was stated by the older writers in a somewhat different
way. They said that market value was settled by the e-
quation of supply and demand. The everyday way of put-
ting it is to say simply that the value of a thing is
determined by supply and demand. This is loose, since
it implies that supply and demand are causes that act
independently, and are not themselves influenced by
price. But demand, is certainly affected by
price. The lower the price of an article, the more of
it will be demanded; the higher the price, the less will
be demanded. To say that price depends on demand, there-
fore, seems to be reasoning in a circle; since, if price
is affected by demand, demand is no less affected by
price. Hence the more careful ohrase just quoted: the
(1)
equation of supply and demand."
(1) Ref. No. 4, Pages 141, 142

Again, writing on the effect of supply on the
market price, Professor Taussig says, "On any riven day,
in a well-organized market, the actual settlement of mar-
ket price undoubtedly takes place thru an adjustment of
supply as well as thru a response from demand
More or less of the article is offered and demanded, with
fluctuations in prices which are usually within narrow
limits on any one day and which result in an equilibrium
price for that day. But this daily equilibrium price is
itself affected by an underlying and more important equi-
librium price. 7/hile the amount which is offered in the
market from day to day-the supply-varies considerably,
and varies in response to changes in prices, the total
amount which can be supplied over a large period usually
is fixed. Take, as a typical case, the price of cotton,
which fluctuates on the exchanges from day to day in re-
sponse to the ever-changing play of offer and demand.
The total amount of cotton available for the season is
not a variable quantity. It is so much and no more, de-
pending on the crop of that season. The price at which
the whole will be disposed of depends on the equa-
tion of supply and demand and is the outcome of a
total supply which is fixed. The fluctuations in price
from day to day oscillate about this seasonal eouilib-
rium price."
(1) Ref. No. 4, Pages 144, 145
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Diminishing Returns. Another very important
economic principle affecting business operations is
the law of diminishing returns. It is this law which
says that there is a point in the operations of a given
enterprise beyond which further outlays of capital will
yield diminishing returns on the investment. This is
particularly true of the so-called extractive industries,
such as agriculture, mining, etc. "The amount of produce
which can be obtained from the best land is limited; and
the amount which can be obtained from that land under the
best conditions is limited. By applying more labor and
capital, it is usually possible to add to the produce
from a given piece of land; but it is not possible to get
more produce in proportion to the addition of labor and
capital. Hence there are permanent differences, not mere-
ly between different soils, but between the successive
(1)
applications of labor and capital on the same soil."
The same would hold true in mining operations. A cer-
tain mine produces a given quantity of ore with a given
expenditure of labor and capital, but if the outlay of
labor and capital is increased by, say one-third or one-
half, it will not necessarily follow that there will be
a proportionate increase in production.
Increasing Cost. The term "increasing cost"
is but another way of expressing the principle of "di-
minishing returns" discussed in the preceding paragraph.
(1) Ref. No. 4, Page 184

"Instead of speaking of ...increasing cost, we may speak
of diminishing returns. Increasing cost and diminishing
returns are opposite aspects of the same tendency."
What we have said of diminishing returns, therefore, ap-
plies equally to increasing cost.
Constant Cost. The next point to be considered
is the effect of "constant cost" upon value, or in other
words, market price. "Ey 'constant cost' is meant not
only that cost is uniform, but that it remains .the same
whether the total output be larger or smaller*" The
following will illustrate the principle: "Suppose a com-
modity produced, under the simplest conditions, by a large
number of persons. Suppose that all these persons are
competing with each other; that any one of them can easily
engage in producing the commodity and as easily withdraw
from producing it. Suppose all to be carrying on opera-
tions under the same conditions, no one of them produc-
ing more cheaply than another. Such a commodity would
be brought to market under conditions of constant cost,
and would be sold at a price conforming to that cost.
At any moment its value would indeed be determined di-
(3)
rectly by its quantity." This, of course, is an ex-
treme case, based upon the simplest conditions. As a
matter of fact, it would seem that the principle of
"constant cost" would not apply to any great degree to
modern conditions of large scale production.
(1) Ref. No. 4, Page 182
(2) Ref. No. 4, Page 1GB (footnote)
(3) Ref. No. 4, Pages 167, 168
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Diminishing Cost. Having considered increas-
ing cost, or diminishing returns, and constant cost, we
now come to the question of diminishing cost, or increas-
ing returns. It is with this economic principle that the
merger executive is more concerned, because one of the
first objects to be accomplished by merging is the re-
duction of costs. This is the principle that is the
very basis of all large scale production; namely, that
as the quantity of goods produced is increased, the cost
of each unit is decreased. To express it in a different
form, from the viewpoint of increasing returns rather
than diminishing cost, it would be as follows: that as
expenditures of labor and capital are increased, there-
by causing an increase in the quantity of goods produced,
the return on the investment is proportionately greater.
This is especially true of manufacturing industries.
"The greater the extent to which plant and machinery can
be used, the more concentrated the industry and the smal-
ler the area on which a given volume of production can
be turned out, the more Drobable is the tendency to less-
CD
ening cost and increasing return." Two main causes con-
tribute to this tendency: external economies and intern-
al economies. The external economies are those which
originate outside of the business itself, as for exam-
ple, the economy resulting from favorable location with
regard to sources of raw materials or power supplies.
(1) Ref. No. 4, Page 188
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Internal economies are those which originate within
the "business, such as the economies achieved through
scientific management and methods in the factory and
office, use of labor-saving machinery, savings in cost
of materials and supplies through careful purchasing,
etc. With such economies, cost will obviously diminish.
Joint Cost. The principle of joint cost is
important where two or more commodities are produced
by the one manufacturing process. This is peculiar to
those industries which produce by-products as a result
of the production of the principal product. On com-
modities of this type, i. e., those produced under
conditions of joint cost, the market price depends on
the relative demand for them. "It follows that an in-
crease of demand for a commodity which is produced
jointly with another, may cause a fall in the price of
that other. If the demand for cotton increases, its
price will rise. This will not directly affect the
price of seed, for which the supply and the conditions
of demand remain the same. But the higher price of
cotton is likely to stimulate production, and more
both of fiber and of seed will be brought to market.
The conditions of demand remaining unchanged for seed,
(1)
its price must fall as supply is enlarged." With the
progress that modern science has made, this principle
of joint cost is increasingly important. Industrial
chemistry is finding a use for everything that emerges
(1) Ref. No. 4, Page 215
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from the manufacturing process, with the result that
more and more by-products or joint products are seeking
a market. For example, "cotton seed, itself a joint
product, supplies not only the oil pressed out of it
(and that oil of various grades, serviceable for vari-
ous purposes), but also the oil cake remaining after
extraction, which is used as food for cattle. The slag
which comes to the surface of the molten matter in a
pig-iron furnace, and of which vast quantities formerly
accumulated near the furnaces has lately
been used as a material in the manufacture of cement.
Coal tar, one of the by-products from the making of
gas and coke, has been found by chemistry to contain
the materials for cheap and effective dyestuffs and also
(1)
for important drugs
.
n
Monopoly and Monopoly Price
.
A monopoly ex-
ists when there is control of the supply of a commo-
dity, accompanied by the power to regulate its price.
Monopolies may be classified in several ways. They
may be classified "according to the source of their
power, whether economic or social. A natural scarcity
of supply gives rise to an economic monopoly, but an
exclusive grant from the state gives rise to a social
or political monopoly. Again, we differentiate be-
tween industrial monopolies and legal monopolies.
Legal monopolies may in turn be divided into public
(l)Ref. No. 4, Page 216

and private monopolies. The post office illustrates a
public legal monopoly and patents and copyrights exem-
plify private legal monopolies. Another distinction is
that "between natural monopolies and those which are some-
times stigmatized as artificial. Natural monopolies are
of two general types-those which originate because of the
natural scarcity of some particular good, and those which
develop because the industry is one in which competition
(1)
is impossible or uneconomic."
Monopoly price is "that price which yields the
greatest net returns to the monopoly. Although a mono-
poly price is apt to be higher than a corresponding com-
petitive price, such is not always the case
Whether higher or lower than a corresponding competitive
price, monopoly price has the advantage of greater sta-
bility. Ey its very definition a monopoly possesses the
power to regulate the supply which is placed on the mar-
ket. The fluctuations of a competitive price are due in
part to the constantly changing conditions of supply.
Ey its adjustment of the supply of a given commodity or
service a monopoly stabilizes its price, although the
process of stabilization is often upward to a higher
(2)
price level."
(1) Ref. No. 3, Pages 120, 121
(2) Ref. No. 3, Pages 135, 136
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III. TYPES OP MERGERS
Although all mergers have a common purpose,
in striving for increased profits, they are not of a
common type. During the relatively short period of
their history, certain distinctly different types of
mergers have been formed. These various types are
classified under three main headings; namely, horizon-
tal mergers, vertical mergers and circular mergers.
Of these three, the first two are the oldest and per-
haps most common types, while circular mergers are of
more recent origin. We shall now proceed to consider
these different kinds of mergers, as an understanding
of their several natures will be of assistance as we
progress with our subject.
Horizontal Me rgers. A horizontal merger is
one which combines in one unit and under one management
a group of companies engaged in the same business.
Professor Taussig defines them as follows: "Horizontal
combination is the union under single management of a
number of enterprises of the same sort. They are usu-
(1)
ally few, and each is usually on a large scale." In
describing the evolution of this type of merger, he
writes, "As the size of the representative establishment
in any industry enlarges, and the number of individual
establishments shrinks, the^ stage is finally reached
where but a few survive -a dozen, perhaps. These then
combine; not in the sense that one huge establishment
(1) Ref. No. 4, Page 59

supersedes the dozen, but that the dozen, while retain-
ing their technical independence, are owned and managed
(1)
as one."
The primary purpose of the horizontal merger
is to eliminate competition. On this point, the same
writer says, "The motive for such union under single
management is two-fold. Partly it is to secure econo-
my in management; but largely it is to put an end to
competition and bring about a more or less effective
(2)
monopoly." Another writer describes this type of mer-
ger in the following manner, "The horizontal merger is
the simplest and most obvious type. It is the form usu
ally first thought of by distressed business men when
profits begin to hit the toboggan. Whatever may be
the real reason for a concern being unprofitable-
inefficient production, extravagant selling or sheer
general incompetence- it is plain human nature to attri-
bute the trouble to the cutthroat practices of competi-
tors. Often, it is true, that is the real reason,
brought on usually by a degree of overproduction in the
industry.
"What is more natural, when competitors final
ly find themselves at the point of financial exhaustion
than that they should make friends with each other afte
a fashion and huddle together for mutual protection a-
gainst the common enemy, bankruptcy? Thus are many
horizontal mergers born.
(1) Ref. No. 4, Page 59
(2) Ref. No. 4, Page 60
(3) Ref. No. 5, Page 21

Vertical Mergers. A vertical merger "is one
that brings together a number of plants, each of which
concerns itself with a separate stage in the production
of the finished product. This is known as the integra-
tion of industry. As an illustration, a combination of
a coal mine, a blast furnace, a steel mill, and a rail
(1)
steel mill, is a vertical combination." This type of
merger, therefore, differs essentially from the hori-
zontal type in that elimination of competition is not
its paramount object. It is formed for the purpose
of combining, under the same management, every step in
the production of finished products, from the gathering
of the raw materials and supplies, the assembling of
the various component parts in the manufacturing pro-
cess, down to the distribution and delivery of the fi-
nal product to the consumer outlet. This process has
been described by one writer as follows: "The vertical
merger is best illustrated by the type of company, such
as Henry Ford, where resources and facilities are put
together that start at the bottom with raw materials in
ore, coal, lime, sand, and the like, and rise through
railroads and steamship lines, which are a part of the
merger, into the semi-fabricating plants, such as blast
furnaces, glass factories, and rolling mills; and thence
proceed into the final fabricating companies where the
parts are manufactured and assembled into complete cars
(1) Ref. No. 3, Page 126
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that are finally shipped out of the factories by the
(1)
same transportation that brought the raw materials in."
(Note: This quotation contains a technical inaccuracy,
in that Henry Ford is not a merger, but, as is well
known to all familiar with his policies and methods,
a confirmed independent).
The tendency to vertical mergers has been
particularly strong in the iron and steel industry.
This is explained by Professor Taussig thus: "The iron
and steel manufacture offers an unusually tempting field
for vertical combination, chiefly, it would seem, be-
cause of the concentration of the supplies of raw mate-
rial-coal and iron ore. Those who, at any stage of ris-
ing demand, possess the mines of coal and iron, have the
whip hand in the situation; hence the manufacturers of
the more finished forms of iron and steel have sought to
gain control of the mines by purchase or amalgamation.
This tendency has shown itself in some degree in Great
Britain, and has proceeded in Germany almost as far as
in the United States. The combination of a series of
superimoosed establishments has now become the normal
(2)
form of organization in the iron manufacture."
Certain advantages accrue to the vertical
type of merger, by reason of the combination of all
of the steps in production and distribution. Some of
these are the following:
(1) Ref. No. 6, Page 96
(2) Ref. No. 4, Page 61

"1. Depending upon the extent to which vertical
integration exists, each unit in a merger has more or less
control over the supply of its raw materials and over its
market. Thus there is the seeming paradox that by giving
up its independence and joining a merger an individual
concern often secures a greater degree of independence
than before. Having a definite control of its raw ma-
terial sources relieves a concern of the uncertainties of
price, delivery and quality that go with open market pur-
chases. It is possible to plan production sure in the
knowledge that there will be no shutdowns due to faulty
deliveries
.
2. Selling effort all along the line, except
in the final disposal of the finished product, is elimi-
nated. This means that selling expense, buying expense,
credit expense and a large part of the clerical expense
is eliminated. In some instances the toll taken by these
items from the final selling price can be reduced as much
as SO or 90 per cent.
3. To be a link in a vertical merger is parti-
cularly advantageous for a producer of a semi-finished
material especially when the raw material is subject to
sudden price changes and when raw material cost is a
large part of the total cost
4. Ownership of plants making semi-finished
products enables those oroducts to be made more econo-
(1)
mically
.
B
(1) Ref. No. 5, Pages 24, 25
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Circular Mergers. The circular merger Is
comparatively new, representing, as it were, the "latest
style" in the merger movement. It may be defined as the
combination under one organization and management of a
group of non- competitive companies engaged in the pro-
duction and distribution of kindred lines of products,
which, though not competitive, are complementary, in
that they may be all distributed through the same chan-
nels. "Where units selling to the same type of trade,
the same type of product, but the products are not com-
petitive in that they do not sell to the same class of
people, such a merger of such units is a circular one.
The units are supplementary and complementary using cer-
tain common facilities, such as research departments,
raw material supplies, semi-fabricated supplies, like
bearings, a common proving ground for testing automo-
biles and a common sales program with common house ad-
CD
vertising." (This quotation refers to General Motors
as an example of a circular merger).
This type of merger, then, differs from both
the horizontal and vertical types in that it is neither
for the purpose of eliminating competition nor effecting
integration. Its "raison d'Stre" is to utilize to the
fullest degree the organization of our modern elaborate
distribution system. It is a recognition of the fact
that not only are economies to be realized in produc-
tion, but that further and perhaps greater economies
(1) Ref. No. 6, Pages 96, 97

are available through control of distribution. This
is sound economics, and it would seem that with proper
management, mergers of this type should prove success-
ful. Moreover , circular mergers enjoy certain peculiar
advantages over the horizontal and vertical types, which
are of great importance. This has been explained as
follows: "The future of circular mergers is particularly
bright. They are not subject to attack by anti-trust
laws in the same degree that the horizontal merger is.
They do not require the excessive investment in raw ma-
terial and transportation facilities which usually char-
acterize the enormous vertical trusts in this country
(1)
and Europe .
"
The circular merger has appeared in various
industries. For the automobile industry, there is
General Motors; in the food industry, there are two
notable examples, General Foods Inc. and Standard
Brands Inc.; while in the heating and plumbing supply
business, there is the American Radiator-Standard Sani-
tary Corporation. We shall reserve to a later section,
however, a more detailed discussion of examples of the
circular merger.
(1) Ref. No. 6, Page 97
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IV. PURPOSES AND OBJECTS OF MERGERS
Let us now discuss some of the more important
reasons for mergers, their purposes and objects. With
an idea of the different types of mergers in mind, we
can understand and appreciate more fully these purposes
and objects. Of course, it goes without saying that all
mergers have but one ultimate object in view-more profits.
Not only more profits considered as to dollars and cents,
but greater regularity of profits, by the elimination of
seasonal irregularities, is the goal to be attained.
This is accomplished by certain definite programs and
policies, to which we shall devote the pages immediately
following. We have classified the principal purposes and
objects of mergers into four groups, as follows: (1) to
effect economies; (2) to combat and/or eliminate compe-
tition; (3) to control the market; and (4) to prevent or
nullify adverse litigation. We shall attempt to develop
and explain some of the methods by which these purposes
are fulfilled.
Effecting Economies. When negotiations are
opened between different constituents of a proposed
merger, one of the first questions to arise is, How
much can we save by merging? This question cannot be
accurately answered until a second question is con-
sidered; viz., Where can the savings be made? There
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are four major departments of the business wherein most
economies may he effected. These are Production, Dis-
tribution, Administration and Financing. Wasteful meth-
ods in any one of them will turn profits into losses,
unless checked at once. In a merger, there must be no
wasteful methods in any one of these principal operations
of the business, because, being on an increased scale,
small or trifling wastes are multiplied again and again.
Furthermore, the larger the scale of operation, the grea-
ter must be the degree of co-ordination and co-operation
of all departments, and improper or extravagant methods
in one department reflects on the results of the others.
Production economies may be realized in many
ways, some of which are as follows: First, production
methods must be standardized in every branch and depart-
ment. Some members of the merger will have the most ap-
proved technique in their production departments, while
others will be much less efficient. It will then be the
first duty of the executive in charge of production to
standardize manufacturing procedure in all branches,
thus raising the lower efficiency of certain units to
the highest level of efficiency of the other units.
This is a big task, and one which requires much time
and a superior degree of ability, but once accomplished
the results will more than compensate the effort. In
carrying out this program, plants must be overhauled
and improved, obsolete machinery and equipment replaced

with the most up-to-date equipment, antiquated systems
and methods thrown out and the most approved ones intro
duced, and inefficient operatives replaced with those
of proved ability. Secondly, the product or products
must be subjected to careful analysis and study, and
changes and improvements made wherever warranted. In
this way any imperfections or wastes contained in the
product itself will be discovered, and corrected. It
may be that one member of the merger has certain im-
provements in the composition or appearance of a pro-
duct also manufactured by the other members. This
knowledge can be made available to all, with a result-
ing saving and improvement. Possibly, analysis may
show that as good or better results can be obtained
by making certain changes in the basic ingredients of
the finished product, which changes may result in real
economies. Pastes in packaging the product are also
important, and when corrected, result in further saving
Thirdly, large economies in production can be realized
by placing the ordering and purchasing of materials and
supplies on a scientific basis. When purchase orders
are placed, sufficient quantities of commodities used
in all branches of the merger can be contracted for,
with resultant economies in their cost. A merger is
in a position to demand and obtain the lowest possible
prices from suppliers, who are only too pleased with
prospects of sizable orders not to grant concessions.
\
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Fourthly, economies in production cost are
attained through the considerable savings that can be
made in transportation charges on merchandise inbound.
For example, carload rates can be substituted for less
than carload rates, as the merger can afford to buy in
carload lots. Additional savings in freight and express
charges can be realized through rerouting inward ship-
ments to the units of the merger nearest the source of
supply, in cases where this is practicable. Fifthly,
production economies are to be had by making use of
the principle of specialization of plant and equip-
ment. Some plants coming into the merger will be pe-
culiarly adapted to the manufacture of certain products,
by reason of advantageous location, special machinery or
equipment, or peculiar local conditions. All of the pro-
duction requirements of the merger can be handled in such
plants, leaving the others to be devoted to the remaining
products which are not limited to particular conditions.
Finally, what ma:/ prove to be^the greatest economy of all,
there is the large saving that can be made by stabilizing
production in all departments of the business, thus elim-
inating as far as possible seasonal fluctuations. This
can be accomplished by planning production scientifical-
ly, by finding new uses for the products, by introducing
new products, and by combining products demanded in one
season or section with those demanded in another season
or section of the country.
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The production economies of the merger have
been summarized as follows:
"The principal advantages production-wise
that mergers of any size have over small or even fairly
sizable independent manufacturers are:
1. The substitution of skilled management for
unskilled
.
2. Financial strength which makes possible heavy
investment in expensive labor saving machinery and research
into factory methods.
3. Concentration of production of one or a few
similar items in individual plants.
4. Comparison of operational results of several
plants producing similar products.
5. Selecting the best methods used in any unit
as the standard for all.
6. The merging of the best brains brought to
the merger by the units.
7. Reduced material costs from greater pur-
chasing power.
8. In the vertical merger, greater stability
of production due to ability to plan production in the
light of a known and assured demand.
9. The ability to reduce the number of varie-
(1)
ties of product produced."
(1) Ref. No. 5, Page 40
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Distribution economies are very important in
the operations of the merger. First, there is the ques-
tion of the selling organizations of the various units
in the combination. Here is where real savings can be
made, in the elimination of duplicate sales forces.
This kind of economy can best be realized in the cir-
cular merger, where a number of different products are
handled by the same selling organization. Where for-
merly ten different manufacturers of food products had
salesmen calling on the grocery trade, when these ten
companies merge, one salesman does the work of the ten.
To show how far this elimination of salesmen can be
carried, "The Chain Store Research Bureau estimates
that the changes in distribution which occurred in
1927 and 1928 knocked 17,500 traveling salesmen out of
jobs in the grocery and drug fields alone. William J.
Baxter, the head of that bureau, was naturally refer-
ring principally to chain store developments. If his
survey also included the effect on salesmen of mergers
among manufacturers in these two fields, it would un-
doubtedly be found that considerably more than 17,500
(1)
salesmen lost employment." Another phase of the savings
to be effected through eliminating salesmen is in the
reduction of the number of lines of goods handled and
the corresponding reduction in buying units. These
two factors, working together, have reduced the number
(1) Ref. No. 7, Page 89

of salesmen required to distribute the remaining lines
of goods to the smaller number of buyers. This is il-
lustrated by the conditions existing in the grocery
trade, which are described as follows: "A large per-
centage of the grocery stores in the United States are
now in the hands of eight or ten chains. These chains
own about 35,000 stores. If these 35,000 stores were
independent, it would take several thousand salesmen
to sell them the 2,500 items which each of them would
stock. Eut now that the buying for these 35,000 stores
is centralized under the direction of half a hundred
buyers and since the number of items that each store
carries is cut from 2,500 to 1,000, a couple of hun-
dred salesmen can easily do the work that formerly de-
(1)
manded the services of several thousand men."
Another phase of distribution economies is
in the savings effected in delivery expense. "The high
cost of delivering goods to the market is also an influ-
ence tending to merge widely scattered plants, even
though they be too far apart to compete. This is es-
pecially true when one concern has either a well-known
product or has so good a product that it seems likely
a national demand can be built up for it. Ey making
such a product at several strategically located plants
the freight rates are greatly reduced and sales in-
creased. This is of fundamental importance to companies
(l)Ref. No. 7, Page 91

like the American Radiator & Standard Sanitary Corpora-
tion many of whose products are so heavy and bulky in
comparison to their prices that the radius through which
they can be shipped is quite rigidly limited. For such
products national distribution would be practically im-
possible without a number of plants located close to the
(1)
various markets." Advertising expense offers another
field for economizing on distribution expense. Where
several competing companies are independent, each must
expend large sums advertising its individual products.
After these same companies are combined in a merger,
however, one advertising program suffices for all, with
the results that, first, considerable savings are made,
and secondly, the advertising can be made much more ef-
fective, through broadening its scope and character
•
Economy in administration expense is another
purpose of mergers. Herein lies the opportunity for
material savings through the elimination of duplicate
managerial and clerical expense. Considering first
the managerial or executive staff, here is a case in
point: "The president of one nationally known merger
estimates that, at a minimum, savings of 33 l/3 per
cent in administrative salaries alone have been made
in the privately owned companies which his concern has
acquired, by eliminating excess general staff which he
says is 'invariably found due to the accumulation of
surplus executives through lack of outlet cr through
(2)
the acquisition of relatives of the founders.' "
(1) Ref. No. 5, Pages 61, 62
(2) Ref. No. 5, Page 79
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Two more examples of economy in administration expense
through savings in executive salaries are the following:
nA merger of ice cream manufacturers recently bought
another small group of factories, coincidently with which
it arranged for the retirement of five inactive executives
of the acquired properties with an immediate saving of
close to $40,000 a year in salaries-which figured out to
be the equivalent of just about one cent a gallon on the
(1)
ice cream production which was purchased."
"A merger of four moderate sized retailers was
able from the very start to reduce the salaries of execu-
tive personnel to the tune of $75,000 a year, which is
about 1.5 per cent on the total business done by the mer-
ger, and which, incidentally, is slightly more than enough
(2)
to provide for the sinking fund on the merger's bond issue."
The horizontal merger seems to offer the most
fertile field for this type of economy. When competing
concerns, handling the same line of products, with ap-
proximately the same kind and size of organization, are
brought together under a single management, what is the
inevitable result? Obviously, if there are several staffs
of executives, managers, department heads and assistants,
under independent operation, there is going to be an ex-
cess of such talent under combined organization. One
board of officers and directors, with one responsible
manager in each major division of the business will be
sufficient in most cases. Savings in buying expense can
(1) and (2) Ref. No. 5, Page 80
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be effected through centralization of all buying opera-
tions. Here is a good illustration of what can be ac-
complished along these lines: "A merger of some 60 whole-
sale houses is eliminating all local buying. On the ave-
rage each of those wholesalers employed three buyers.
In the larger ones, some of the buyers had assistants.
Three buyers with one assistant each now buy for the 60
stores. About 175 buyers have been eliminated at salaries
that ranged from about $5,000 to above £10,000 a year each.
Furthermore, there is great saving in the accounting and
clerical work through concentrating 60 buying offices
(1)
into one." Another place where large administrative
economies can be made is in the accounting department.
Instead of numerous separate staffs of accountants,
clerks and bookkeepers, one centralized department is
organized to take care of all accounting and statisti-
cal work, with considerable reduction in expense, l.iore-
over, in one large accounting department, a much higher
plane of efficiency is possible. The merger can afford
to employ high priced experts to supervise and direct
this work, so that it may be performed accurately, ef-
ficiently and in conformity with the best practice. It
can also afford to equip this department with the most
up-to-date machines available, thus securing the advan-
tages of machine production in the office as well as the
factory. All of these economies in administration expense
are possible in each of the three types of mergers.
(1) Ref. No. 5, Page 81
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Economies in financing charges are also possible
as the result of merging. One of the most effective meth-
ods of achieving such savings is the retirement of bond
issues, with the immediate elimination of the burden of
heavy interest charges. Not infrequently, one or more
of the constituent companies in the merger have out-
standing certain bond issues, bearing interest at rates
varying from a minimum of 4-§$ to a maximum of 1%, By a
readjustment of the financial structure of the companies
to be merged, these bond issues can usually be retired
in exchange for the stock, probably the preferred, of
the new company. The result is that the fixed charges
in bond interest are at once eliminated, and replaced
by a liability in the form of dividends, payment of
which is contingent upon earnings. This cancellation of
interest charges is a considerable item, when we realize
the amount that may be involved. For example, on a bond
issue of $10,000,000, a comparatively small one as cor-
porate bond issues go, the annual interest charges at
5% would amount to $500, 000. In times of business de-
pression, such as we are now experiencing, the payment
of such charges becomes a serious drain on the finances
of the business, so that by wiping them out the business
benefits materially.
Savings in mortgage interest payments may also
be made through a merger. It may be possible to dispose
of the mortgaged property before the consolidation is ef-
fected, or the mortgage may be discharged by payment in
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cash or, possibly, the mortgage may be paid in stock of
the new company. In any event, by eliminating the fixed
charges of the mortgage interest payments, the merger
can enjoy an economy in financing expense which is of no
little importance. Everything which tends to lift the
financial burden of the proposed consolidation, helps to
promote its success by removing from its path those ob-
stacles which too frequently have arrested the progress
of otherwise highly successful businesses.
Another phase of financial expense, on which
mergers can realize considerable economy, is on interest
charges for short term loans. Take the case of a merger
which has branches or units throughout the entire country,
and which requires cash for working capital. By virtue
of its nation-wide business connections with banks and
financial institutions of all kinds, it can take advan-
tage of the lowest interest rates prevailing at the mo-
ment in the various financial centers of the country.
If the current rate for short term borrowings in the
Eastern cities is higher than the rate for similar loans
in the Western cities, the merger can arrange its loan
through some Western banker, and thus save the differ-
ence in interest charges. This can readily be arranged
through the medium of a note broker, dealing in the com-
mercial paper of well known companies. The paper of a
large consolidation of national scope would be marketable
in any of our large financial centers, but the smaller,
and not-so-well-known independent company would not be

in as favorable a position with regard to such loans in
the commerc ial paper market. The merger, therefore, has
a distinct advantage over the independent company when
circumstances arise which make it necessary to arrange
some short-term financing.
Eliminating Competition. Let us now consider
some of the methods of combating and eliminating compe-
tition, since so many of our mergers have this for their
main purpose. We have already seen that those mergers
known as "horizontal mergers" are formed principally to
eliminate competition, and it is, therefore, to this
type of merger that we refer in discussing some of the
methods of accomplishing its purpose. There are, no
doubt, many effective methods of fighting competition,
some ethical and others questionable, but we shall not
attempt to include all of them. We simply wish to point
out some of the more usual and practical ways of attaining
this object, and for our purposes, we have classified them
into five groups. They are as follows: (1) reduction of
costs; (2) expansion programs; (3) extensive advertising
campaigns; (4) acquisition of patents, trade marks, pro-
cesses, etc.; and (5) combination of outstanding executive
talent. Probably, most horizontal mergers utilize all of
these methods in one form or another, but any one of them,
in certain cases, might be sufficient to eliminate or de-
crease competition. We shall consider these various meth-
ods in detail, and compare their respective merits.
\
Reduction of costs is one of the first objects
to be attained through a merger, when elimination of com-
petition is the principal motive for the combination.
Other things being equal, the particular brand of a given
product which sells for the lowest price, in comparison
with other brands of the same product, will return the
largest volume of sales. The merger, therefore, must
be able to sell its product or products at prices lower
than those which prevailed prior to its formation, in
order to attract buyers, increase sales volume, and elim-
inate, or at least materially decrease, competition. To
do this, of course, means that costs all along the line
must be reduced, without in any way impairing the stand-
ard of quality of the product. It is also essential to
make a careful analysis and study of all costs in the
entire industry, with a view to determining wherein the
costs of the merger may be excessive, and the proper ad-
justments made to bring any abnormally high costs in line
with the rest of the industry. The costs of the various
members of the consolidation should be scrutinized and
compared, and the best costs obtained by any one member
made the standard for all, provided it compares favor-
ably with costs of others in the industry. Needless to
say, an accurate, complete, and up-to-date cost system
must be maintained in order that true costs will be as-
certained, and any unusual fluctuations in the component
elements of cost noted and corrected, wherever necessary.
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As to the question of the ways and means of
reducing costs, we have already enumerated the more
important ones under the preceding subject of "Effecting
Economies." We saw that there were four classes of econ-
omies, i. e., reductions in cost, which a merger is able
to realize. It may be pertinent to summarize these four
kinds of economies here, in order to identify them with
the subject of our present discussion. There are, then,
four types of economies or reductions in cost, as follows:
(1) Economies in Production, as follows: first, through
standardization of equipment and methods; second, through
elimination of possible wastes in the product itself and
in its packaging; third, through scientific purchasing
methods; fourth, through savings in transportation charges
on incoming materials and supplies; fifth, through the
specialization of plant and equipment; and sixth, through
stabilization of production and elimination of seasonal
fluctuation. (2) Economies in Distribution, which are
the following: first, through elimination of duplicate
selling organizations; second, through reduction of the
delivery expense; and third, through savings in advertis-
ing expense. (3) Economies in Administration, among which
are: first, elimination of excess executive and managerial
staff; and second, through reduction in the staff of clerks,
etc. in the accounting department. (4) Economies in Finan-
cing, which are: first, elimination of bond interest; sec-
ond, elimination of mortgage interest; and third, reduc-
tion in interest rates on short-term loans.
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A second means of combating competition is
through expansion programs. After the merger has been
organized and has begun to function as such, it must not
be content to remain at a standstill, if it is to attain
a predominant position in the industry. A progam of ex-
pansion should be formulated, which will result in a ma-
terial broadening of the consolidation's business activi-
ties. Such a program would include, for example, the
acquisition of new plant, improvements and enlargements
of present plant, establishment of new locations, opening
of branch houses or offices, development of new products,
and extending the market for the present line of goods.
The execution of such a program brings the company's name
before the public, thus arousing interest in its business
and products and eventually resulting in increased sales.
The building of new plant, or improvements in the present
plant, while necessitating heavy capital expenditures, can
be of direct assistance in the fight against competition
by contributing to decreasing production costs. With a
modern, scientifically designed plant, equipped with the
latest available machinery, the company can manufacture
at reduced costs and thus undersell its competitors.
Establishment of new locations and branch houses or of-
fices is another means by which competition can be de-
creased. If the sales of the companies in the merger
have been confined, let us say, to the part of the country
east of the Mississippi, the merger will usually find it
profitable to establish a plant, or a series of branches
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in the western section of the country. Thus, the com-
pany's products are introduced to this new market, sales
increase and competition from these western states is
lessened. Besides, the company's good will is enhanced
through the opening of plants or branches in new loca-
tions, because it thereby provides employment for local
labor, contributes to the general welfare of the commu-
nity, and thus increases the value of its name and trade
mark. Another way to attack competition through expansion
is by the development of new products and the extension of
the market for the present line of goods. A merger com-
posed of companies whose products are widely known, can
gain real advantages over competitors by introducing new
products under the trade mark .of an already popular item.
As a simple illustration, suppose a company has gained
wide distribution of a popular brand of coffee, on which
it has specialized for many years. If it should decide
to add tea to its already well-known line of coffee, it
would find a ready market for this new item. Not only
would its sales increase, but it would make heavy in-
roads on the sales of other companies, which formerly had
no competition from this new brand of tea. Any company
fortunate enough to possess a popular trade mark, has a
most effective weapon in the struggle with competition,
since it has the power of lending this valuable name to
new products of allied nature, thereby capturing a large
share of the business in this new product. Much the same
result may be obtained by extending the market for the pres
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ent line of products. One very effective method of ac-
complishing this is by developing new uses for these
products. Expert analysis and research with certain
products may disclose certain general or peculiar at-
tributes which may be adapted to several uses. Again,
by careful study, new and cheaper manufacturing methods
may be found for producing articles which hitherto were
strictly high price goods. This is especially true of
those materials or products for which cheaper substi-
tutes have been found, as witness the widespread use of
rayon as a substitute for silk. This idea of new uses
for old products has been utilized during the present
depression, when decreased purchasing power of the con-
sumer compels the purchase of cheaper articles for home
consumption. An interesting example of the effect of
the change in demand for high price goods in favor of
those of lower price is the case of olive oil. The com-
bination of the prolonged depression and the increased
tariff on this article, has led to a greatly increased
demand for cotton seed oil, which is being offered as a
substitute for olive oil. Here is a case where the deal-
ers in this cheaper product were quick to take advantage
of the existing conditions, and have materially widened
the market for cotton seed oil by introducing it to the
olive oil market. As already explained, the market for
the present line of products may also be extended through
invasion of new territory with branch plants and offices.

The third method of eliminating competition
is through extensive advertising campaigns. This is
one of the most common and effective methods in use,
due to the extensive use of advertising in all lines
of business, and its growing importance as a medium
of contact between seller and buyer. Because of the
larger resources at its command, the merger is in a
much more favorable position than the smaller, inde-
pendent company in regard to the amount of its appro-
priation for advertising purposes. It can afford to
advertise on a wider scale at a lower cost per unit
of product, due to its larger volume of sales. Not
only is this true, but the advertising can also be
made more effective, by broadening its scope and char-
acter. Sometimes the original brands and trade-marks
of the constituent companies are retained and their
products advertised as such. This is the method used
by the circular merger, where the brands or trade-
marks are non-competitive. More often, however, the
advertising of all products comprised in the merger
is conducted under the name or trade -mark adopted by
the merger; this would be the method of the horizon-
tal merger, where the products are competitive. In
this way, competition is reduced through the stronger
and more effective advertising of all products of the
merger under one name or brand, instead of under an
endless variety of brands, all clamoring for attention
from the consumer, who is too confused by the multi-

plicity of brands to remember them. It is much easier
to remember one or two outstanding brands of every day
products, so that the merger's sales volume directly
benefits by this concentrated form of advertising.
Although mergers must necessarily advertise
on a large scale, this does not always mean that they
must spend more money for this purpose than did the
various members as independents. "There are in some
cases great opportunities for a horizontal merger to
reduce its advertising expenditures materially below
what was formerly spent by the competing units
A considerable part of the money spent for
advertising is competitive. Certainly this waste can
be reduced as competition is reduced through mergers.
Yet in many lines it would probably be unwise to re-
duce the advertising expenditure in exact proportion
to the reduction in competition. In many instances
part of the appropriation could well be transferred
from competitive advertising to educational. As some
observer has pointed out, there is today a great waste
in 75 or 100 brands of toothpaste fighting each other
with high priced advertising space, extolling the merits
of Jones' Paste over Smith's Paste when they might bet-
ter combine a part of their present advertising expend-
itures and make new users of tooth paste out of the pos-
sibly 80 per cent of the population who at present use
none at all. That condition exists in many branches of
industry. Combined advertising for educational and pro-
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motional purposes, instead of individual advertising for
narrowly selfish competitive ends, offers great opportu-
nities for horizontal mergers to lower selling costs both
by reducing the advertising expense and by increasing the
(1)
volume of sales." Another writer on this subject says,
"Generally, there is a decrease in advertising, despite
the fact that most well-organized consolidations turn
out to be strong advertisers. The reason for the de-
crease is that before the merger two or three of the
houses were consistent advertisers. The chances are
that all of the units did some advertising, unless it
happens to be a non-advertising industry. With the
advertising concentrated in one name, there is bound to
be less of it than when several concerns were doinr
(2)
their own tooting."
The fourth method of eliminating competition
is through the acquisition of patents, trade-marks,
processes, etc. The company owning valuable patents,
distinctive trade-marks, and secret processes is in
an advantageous position in the industry. It enjoys
a virtual monopoly in its patents, while its trade-
marks and formulas are in themselves strong defences
against competition. In recognition of the strength
of these weapons, many mergers are formed for the sole
purpose of acquiring the patents, trade-marks and pro-
cesses of some company. Occasionally it happens that
(1) Ref. No. 5, Pages 62, 63
(2) Ref. No. 7, Page 31
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the company possessing these valuable assets, lacks the
necessary capital with which to exploit them. It is
then that the bankers or promoters step in, and pro-
vide the missing element of capital through the medium
of a merger. A group of companies will be brought to-
gether, which will probably consist of some of the more
prominent ones in the industry, and which, when combined
with the company possessing the unique patents, processes,
or trade-marks, will constitute a strong consolidation.
It will tend to eliminate, or at least decrease, a large
portion of competition, by virtue of its valuable rights
which enable it to produce and market its products in a
way which its competitors cannot duplicate. Some com-
panies go a step further, however, and grant licenses to
others to manufacture under the patent or patented pro-
cess, charging therefor a royalty of a specific amount
per unit of product. This furnishes a considerable ad-
ditional revenue to the company granting such licenses,
and still gives it a controlling hand over competi-
tion, since it can choose to whom it will grant them,
and can dictate the terms under which the licenses are
to be used. Violation of these terms means revocation
of the license, and cessation of production of the ar-
ticle. The United Shoe Machinery Corporation is the
most outstanding example of this licensing of patents
on a royalty basis. It exercises s strong monopoly of
the shoe machinery industry, by controlling practically
all patents and by a system of distribution whereby no
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machines are sold, but are always leased to shoe manu-
facturers on a royalty basis. The success of their
methods is evidenced by the strong financial position
which this company has consistently maintained.
A fifth means of combating competition is
through combination of outstanding executive talent.
Many a concern owes its success to the untiring efforts,
indomitable courage and remarkable ability of one or two
men. The services of such men are of immeasurable value
to the company fortunate enough to possess them, and they
are much sought after by other concerns which lack such
executive leadership. It is not to be wondered at, there-
fore, that some mergers are formed in order to acquire the
services of certain executives. With such men at the helm,
the merger's course is safely and surely charted through
the sea of competition, and when the storms of depression
threaten, the ship is in good hands and is safely piloted
home to prosperity harbor. Not so, however, its less for-
tunate rivals, who, without skilled hands to guide them,
are cast adrift with no rudder to steer them from the
financial rocks. When, by means of a merger, it is pos-
sible to combine the leaders of an industry, competition
is dealt a severe blow, because competitors of the merger
are fighting against the massed executive ability in the
business. it is a losing battle, and unless its competi-
tors possess other offsetting advantages over this all
important one, the merger will have little to fear from
the bugbear of competition.
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Controlling the Market. Another important
purpose of mergers is to control the market for the
particular product or products produced and sold by
them. This is also an effective means of controlling
competition, but we prefer to treat it as a separate
subject, rather than include it under the methods of
eliminating competition. When se-veral of the largest
companies dealing in certain commodities band together
under a common name, pooling their resources and indi-
vidual businesses for a common purpose, they have gained
control of the market. The amount of control varies, of
course, in direct proportion to the amount of the com-
bined volume of business represented in the r.erger. In
comparison to the total volume transacted in the entire
country, the amount of control of the market secured by
the merger may be a relatively small proportion. It may
not be necessary to control three - fourths , or one-half of
all the business in a given product; on the contrary, it
is undoubtedly possible to exercise what may be termed
"effectual control" with a much smaller percentage. The
fact is that many mergers are big enough to occupy domin-
ating positions in their respective industries, which po-
sitions frequently give them this "effectual control" of
the market. Of the various means in use to acquire such
control, we have selected the following for discussion:
(1) formation of monopoly; (2) concentration of available
sources of supply; (3) maintenance of the price; and (4)
control of production.
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When a merger of a group of leading companies
in an industry is organized, the resultant combination
is likely to constitute a monopoly. This is especially
true if the merger is of the horizontal type, combining
concerns in the same business. The purpose of the mono-
poly, of course, is to enable the merger to control the
market in its particular line. The aggregate resources,
facilities, and sales volume of the companies involved in
the merger are such that it is in a position to dictate
the trend of the market. This is a matter which requires
the exercise of a nice degree of judgment and discretion.
In the first place, great care must be used by such a
monopoly to direct its market operations in such manner
as will not cause it to run afoul of the Sherman Anti-
Trust Act or the Clayton Act, for unlawful restraint of
trade or use of forbidden trade practices. Secondly, care
ful judgment is required to assist in forming decisions
as to the proper steps to take in controlling the market
with the greatest amount of profit. The question of the
price at which the monopoly's product shall be sold is
of paramount consideration. If it sets the price too
high, it will be the loser, because the buyers will with-
draw from the market temporarily, at least, until it is
adjusted to their level. This danger to the monopoly has
been explained as follows: "Monopoly price is generally
the price at which the greatest net profits will accrue
to the monopoly. This is not always an excessive price,
because maximum net profits may be achieved by large sales
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at a low price, rather than by fewer sales at high prices.
Natural or economic limitations on monopoly price are rep-
resented by the ability of consumers to substitute something
else for the monopolized article and by the possible revival
of competition. Other producers may be attracted by the
lure of high profits. Artificial or social limits on mono-
(1)
poly are represented by governmental interference."
In its business of controlling the market, one
of the most important factors to the monopoly is the con-
centration of the available sources of supply. When this
concentration of supply is carried out to a sufficient de-
gree, control of the market is assured. The monopoly is
then in the enviable position of being able to withhold
or release the supply in quantities according to the con-
ditions of the current market demand. If the demand is
such that the price falls too low, the monopoly can with-
draw and hold a sufficient quantity of the article until
the demand forces up the price to the desired level. The
necessary quantity of the supply will then be released to
the market, and eventually the monopoly can gauge the point
at which the right balance of supply and demand obtains,
thus securing the desired price and profit. This regula-
tion of the supply is one. of the earmarks of a monopoly,
and without it the power of monopoly is lost. The merger,
therefore, which results in securing a concentrated con-
trol of the available supply of a commodity, obtains for
itself the most effective means of controlling the market.
(1) Ref. No. 3, Page 142

As a corollary to its ability to regulate the
supply of its product, the merger monopoly is equally
able to regulate and maintain the price thereof. This
is a second earmark of monopoly. As we have already ob-
served, the concentrated control of supply, brought about
by the combined resources and facilities of the merger,
enables it to manipulate the market price of its product.
Because of the consolidation's position and influence in
the industry in which it is engaged, it is also generally
able to dictate the terms under which, it elects to sell
its product. Where the article is one of general, nation
wide distribution, the merger will probably have an agent
or representative, or possibly a factory branch, in each
large city or town. These agents or representatives are
given the exclusive right to sell this article or line of
goods in their particular locality, and definite limits
to their territory are established. The important point,
however, is that they are not allowed to sell the product
below a stated minimum price, the merger refusing to ac-
cept orders, if any are submitted, below that figure.
Of course, from time to time, as conditions warrant, the
minimum price must be adjusted, but this adjustment will
not always be downward, because the tendency to increase
it most probably will outweigh the opposite trend. In
this way, the merger effectually controls the price of
its goods; moreover, it can conform its prices to meet
temporary or special conditions in one locality, without
a similar adjustment in other territories.
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In addition to its concentrated control of the
supply of a product and its consequent ability to regu-
late price, another means of controlling the market is
through the merger's ability to control production. This,
of course, is only another phase of the question of con-
trol of the supply, but it is a distinct feature of this
question, and we have, therefore, chosen to discuss it
separately. Since production is the instrument by which
supply is increased, there can be no control of the latter
without a similar control of the former. This is where
the merger has the advantage over the independent. With
its many producing units, spread over a wide area, the
consolidation can divide its output among these various
plants on any practicable basis, consistent with the cur-
rent market conditions. In other words, it can operate
its several factories at full or partial capacity, or it
can concentrate all production in one or two units, and
shut down all others. Naturally, the total production
or addition to the supply of the article is thus made to
vary according to the prevailing market demand. In pros-
perous periods, production can be carried on at full ca-
pacity in all plants, while in times of depression, such
as 1930, some plants will not operate, thus diminishing
the increase in the supply of the product, and thereby
helping to maintain the price level. In the event that
extraordinary demand for the product arises, the merger
is much better equipped than the smaller business to cope
with the situation by virtue of its much larger facilities.
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Preventing Litigation. A fourth purpose of
merging is to prevent or nullify adverse litigation.
Not infrequently it happens that large competitors be-
come involved in lawsuits over certain fundamental rights
pertaining to their respective businesses. If allowed to
continue over a long period, such litigation constitutes
a serious problem, as it often is accompanied by much un-
desirable publicity, and is a source of trouble and ex-
pense to both parties. One way out of the dilemma is a
merger of the companies involved in the suit. This ef-
fectually puts an end to the necessity for further legal
conflict, and gives both companies or groups the benefit
of the particular right, privilege or advantage, concern-
ing the exercise of which the litigation was instigated.
The most frequent cause of such legal disputes is a par-
ticular patent or trade mark, the exclusive right to which
is claimed by two companies. Instead of wasting the money
and time of both of them, It would seem that a distinct
mutual advantage could be gained by means of a merger.
A recent case in point was the merger of the Gillette
Safety Razor Company and the Autostrop Razor Company.
After a protracted lawsuit regarding the legality of
certain patents for a new safety razor blade, the two
companies commenced negotiations which v/ere consummated
in a merger. Thus, a valuable patent, instead of being
the cause of litigation and expense, has become of much
greater economic value, since it has been placed at the
disposal of the combined interests of these companies.
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V. OPERATING PROBLEMS OF MERGERS
Now that we have discussed the several types
of mergers, and have considered some of their purposes
and objects, we believe that we are now prepared to
take up the question of their operating problems. The
nature of these problems is essentially no different
from that of the problems of the independent business,
in that the same principles are involved in both cases.
There is, however, considerable difference in the prac-
tical workings of some of these business problems in the
case of the merger, their importance being intensified
by reason of the size and amounts involved. Consequently,
those basic policies which are concerned with the treat-
ment and solution of these operating problems must be a-
dopted and formulated with full knowledge and complete
understanding of the many factors affecting their prac-
ticability. Furthermore, some problems confronting the
merger are the more acute by the very fact of the merger,
and the peculiar conditions it creates, through the union
of several forces into one. This is particularly true of
the problem of organization, whioh we shall discuss first,
since it must be solved before the merger can function suc-
cessfully. Following this question, we shall then consid-
er some of the more important operating problems, among
which we have selected those of finance, production, sales,
advertising, customer relations, employment and public re-
lations .
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Organization Problems. The first, and one of
the most important questions to be answered by those in
charge of the merger negotiations, is the question of the
organization. In every business, large or small, this is
of paramount importance, but in the case of the merger,
it is even more so, because of the many factors involved.
When this problem is successfully solved, the merger has
already taken a big step forward, and if, on the other
hand, it is handled loosely and incorrectly, the merger
has made a bad start. There must be a wise, and discri-
minating choice of leaders from the many eligible execu-
tives of the different companies, and there must also be
created a fine spirit of co-operation among the remaining
executives who necessarily must be content with positions
of secondary rank in the organization. This is something
that calls for an unusual type of leadership on the part
of some one or two individuals, who, by the power of per-
sonality, character and executive ability, must gain the
good will and aid of all their subordinates. Selection
of the major executives and "key men" must be made solely
on the basis of their ability, experience, character and
general qualifications for the increased responsibilities
they will be called upon to exercise. Personal feelings,
sentiment, relationship, and selfish or mercenary motives,
cannot and must not dictate the choices to be made. When
they do, and we fear this is too often the case, the best
results are seldom obtained, because of the lack of proper
qualifications on the part of these appointees.

There are two features to this question of the
choice of executives; first, the problem of the co-ordina-
tion and co-operation of the executives of the merger, and
secondly, the problem of surplus executives. As to the
first of these features, it is obvious that if the merger
is to make any degree of progress, the members of the execu
tive staff must work together. The heads of the various
operating departments should realize that there is more to
the business than the particular problems of their respec-
tive departments, and that there will be times when they
will have to help out and assist the others or make other
sacrifices. The officers of the merger can help to pro-
mote this spirit of co-operation by adopting a policy of
strict fairness in any conflicting matters between depart-
ments, and by the "open door" policy, which encourages con-
structive criticism and suggestion by all, and invites open
discussion on all matters pertaining to the business. The
practice of frequent conferences and meetings attended by
the heads of all operating departments, is a commendable
one, for it leads to common understanding of all problems,
promotes good will among the executives, and arouses a keen
interest in the progress and success of the company. In
most cases, of course, the executives of the merger are als
stockholders and therefore, they can be depended upon to do
their utmost to promote the best interests of the business.
Everything possible must be done to build up a complete
"esprit de corps" among all members of the organization, as
without it, rapid progress is, to say the least, difficult.
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In regard to the second feature of the question
of choice of executives in the merger, the question of
surplus executives, this calls for the greatest degree of
tact and diplomacy. In order to achieve some of the eco-
nomies for which the merger was organized, it becomes nec-
essary to dispense with certain executives. Not to do so
is to defeat the very purpose of the merger; sentiment must
not be allowed to interfere with the execution of such a
program. Frequently, the surplus of executives is the re-
sult of years of wasteful administration and extravagant
methods, which can have no place in the merger's program.
"A great many of our modern mergers are at the outset made
up of closely held family concerns which are looked upon
by the owners not only as profit producers but as institu-
tions in which none too bright or able dependents can be
confined during working hours at salaries far in excess
of what they could get elsewhere. Very likely Grandpapa,
who founded the business, holds the title of president or
chairman of the board at a salary of from $15,000 a year
up. Brother Bill is vice president in charge of sales at
$20,000 and cousin Albert is sales manager at $15,000.
Second cousin Fred probably assists him for the stipend
of $7,500. If Fred has reasonable ability he could pro-
bably do all the sales managing needed-thus eliminating a
(1)
vice president and a sales manager." Undoubtedly, there
are many cases similar to this, where high salaried execu-
tives of doubtful ability can be replaced by fewer, more
capable ones at smaller salaries.
(1) Ref. No. 5, Pages 78, 79
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So far we have considered only the organization
of the management and executive staff. There is still the
equally important question of the organization of the per-
sonnel, or working force. Having placed the various de-
partments under the management of capable executives, it
next becomes necessary to establish an efficient, well-
organized working force. Managers and department heads
must have competent assistants to relieve them of details,
and the subordinate workers, clerks, etc. must be selected
with due regard for their individual qualifications and
abilities. The spirit of co-operation and co-ordination
must be extended to all employees in all departments, to
the end that all departments will work well together.
How successfully this will be accomplished depends to a
large extent upon the executive ability of the several
individual department heads, each of whom must exemplify
the co-operative spirit in all his dealings, whether with
other departments of the business or within his own. No
individual employee who disturbs the harmonious function-
ing of any department can be retained, nor can any favor-
itism or petty jealousies be countenanced. The human ele-
ment in the success of the merger is a very important one,
and anything which improves it should be encouraged. The
employees should be taken into the confidence of the man-
agement, and the purposes and aims of the merger explained
to them; it is only by such methods that the workers are
made to realize the important part that each one plays in
the successful outcome of the consolidation. This spirit
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helps to offset any dissatisfaction with the management
which may arise as a result of the elimination of some
of the personnel, through elimination of duplication of
work. The employees who have been retained will not be
so likely to become disgruntled and disinterested in their
work if they understand the reasons for the reduction of
the force, and realize that it is necessary for their in-
terests that economies be effected.
Financial Problems. The problem of finance is
indeed an important one for the merger, which,, by its
very size, involves large amounts of cash with which to
finance its multifarious operations. It is perhaps the
most pressing and serious of all problems confronting
the merger, since without adequate financing, the busi-
ness cannot function. Mergers require more money than
the independent company both at their organization and
during their regular course of business. To organize a
merger of several large companies requires at the outset
large amounts of capital, which can usually be obtained
through the sale of stock; and to finance the daily ope-
rations demands large amounts of working capital, which
must come either through sales and collections, or bank
loans. We have reserved for a later discussion, in
"Part Two-Financial Aspects of Mergers", a more detailed
account of the financial problems, and we shall, there-
fore, limit the present consideration of these problems
to a brief discussion of the capital structure, and the
importance of proper and sufficient financial control.
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The importance of the proper financial stracture
of the consolidation cannot be over-estimated, for perhaps
nothing can contribute more to the success or failure of
the enterprise than this one thing. This is apparent if
we consider the effect of an improper capital structure
on the results of the merger's operations. For example,
if it is financed in part by a heavy bond issue, the bur-
den of the interest charges thereon may prove too great
for the merger in its early years, and eventually results
in financial embarrassment. Many mergers have failed be-
cause their optimistic directors paid interest on bonds,
or dividends on stock, neither of which was justified by
the earnings of the company. The financial history of
our consolidations proves this fact beyond any doubt.
For example, "It is significant that of fourteen of eight-
een prominent consolidations with a bonded debt, such cor-
porations either paid unearned interest or unearned divi-
dends just prior to their failure. Such corporations as
United States Leather Company, Westinghouse Electric and
Manufacturing Company, American Malting Company and Inter-
national Cotton Mills Corporation, did this thing just
(1)
prior to tneir reorganization due to their failure."
Another example of improper financing in the form of
excessive bond issues is the case of the National Asphalt
Company. "A frequently followed practice is the borrowing
from reserve funds in the hope that the conditions which
made it difficult to meet the fixed bond charges might
prove only temporary. The directors of the National
(1) Ref. No. 6, Page 222
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Asphalt Company followed this practice to the extent of a
withdrawal of ill.000,000 in order to meet the interest on
(1)
the outstanding bonds of the Asphalt Company of America."
It can readily be seen, therefore, that the proper capi-
talization of the merger is of paramount importance. We
shall subsequently take up the question of the various
classes of securities to be issued. For the present, it
will suffice to point out the danger of excessive bonded
indebtedness to the newly organized merger, which fre-
quently succumbs under the burden of the interest charges.
Another matter of profound importance to the
financial success of the merger is the maintenance of an
adequate and complete system of financial control. This
is necessary in order that the exact financial situation
may be known from day to day, including such important
matters as daily cash balances, daily sales, daily re-
ceipts and disbursements, total amount of outstanding
accounts receivable and payable, and the many other es-
sential facts. It devolves upon the accounting and the
credit departments of the business to keep up-to-the-
minute records of all facts and figures affecting the
financial position of the company. It is only by means
of such records that the merger executives can direct in-
telligently the financial operations. They also keep the
management posted on the working capital requirements, by
informing them from day to day of the cash position, the
available sources of funds, and the immediate obligations
to be met. With this knowledge, the management can make
(1) Ref. No. 6, Page 222
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the necessary arrangements to take care of future needs,
and it will be prepared to negotiate short-term loans
for working capital requirements as occasion demands.
Production Problems. The problems of pro-
duction require the exercise of a high degree of business
judgment and knowledge. They are ever present, and are
renewed with every change in consumer demand, taste and
style. Here is where the long and varied experience of
the executives of a merger is of immeasurable value, as
many apparently new problems are not new at all, but are
simply a new phase of an old problem already solved by
some one or more of the executives in their experience.
There are different problems of production in every in-
dustry, so that we cannot attempt to consider all of them.
We shall, however, give some attention to two or three of
the principal problems of production with which every in-
dustry is concerned. First, let us consider the impor-
tant question of the location of the plant or plants.
After the merger has been consummated, a study of the
various plants acquired should be made, with a view to
determining the relative merits of their several locations.
Undoubtedly, it will be found that some are more advan-
tageously located than are others. There are many fac-
tors that enter into this phase of the production pro-
blem. The location of these plants should be considered
from these points of view: their relative distances from
the market, from the sources of raw materials, from the
water power supply and from the labor supply, and also
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with respect to other members of the industry. Those
plants having the most favorable locations with regard
to these important points should be selected for pro-
duction purposes, because by reason of their advantage-
ous positions production can be carried on more economi-
cally. The nearer a plant is to its market, its sources
of raw materials and power supplies, the more it saves in
transportation and service charges; while its nearness to
the labor supply and to other members of the industry are
of benefit, particularly in times of shortage of labor or
materials, when temporary relief may be had in the spirit
of friendly co-operation which accompanies such times.
It may also be deemed advisable to erect one or more new
plants in order to increase productive capacity, or to
replace obsolete plants with modem ones and thus effect
certain economies. Here again, the merger can select the
location best adapted to the requirements of its produc-
tion program, and which will yield the greatest advantage
from the standpoint of economy.
Closely allied to the question of the best lo-
cation of the plants, is the question of specialization
of the various units on different products. In deter-
mining locations, it will be found that some locations
lend themselves to the more economical manufacture of
certain products in the company's line, while other lo-
cations may be adapted to several articles. The logical
procedure, then, will be to specialize as much as possible,
taking full advantage of all economies resulting therefrom.
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There are innumerable instances where specialization of
plant has resulted from a merger, with consequent advan-
tages and economies. Here is an illustration taken from
the furniture industry. "At the start it was determined
to have each plant specialize on one type of furniture.
Mass production, which formerly was impossible for any of
the individual plants, is now the rule in all. One mill
makes nothing but chairs, another nothing but frames for
upholstered furniture. What is more, the latter makes
(1)
the frames from the waste material of other mills.'1
Another example of this important factor is as follows:
"A merger of a large number of paper mills also produced
specialization with resulting economies. As competitors
it had been necessary to shut down the expensive paper
machines at frequent intervals in order to change from
one type or width of paper to another in accordance with
the orders of customers. As a consolidation, each paper
machine is so far as possible kept busy on a single style
and width of paper. About 90 per cent of the mills now
operate continuously with no need to shut down to change
(2)
the paper." These examples could be multiplied many
times, but we believe they illustrate the problem of
plant specialization sufficiently. It is an important one
to the merger, and one to which the management must give
careful consideration, if the production problem is to be
successfully solved.
The third problem of production which we shall
discuss briefly is the question of stabilization of pro-
CD and (2) Ref. No. 5, Pages 48 and 50
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duction throughout the year, eliminating seasonal fluc-
tuations. The significance of this factor in the program
of the merger is evident when we consider the seriousness
of the effect of periodical cessation of operations, with
expensive shut-downs of factories and consequent slowing-
down of all departments. It is "bad enough for the small
company with only one or two production units, but it is
far worse for the merger, which may have a score of fac-
tories all equipped for mass production. The production
curve of the merger must needs be one with a minimum of
peaks and troughs, in order to eliminate these undesirable
shut-downs. In the horizontal merger, stabilization of
production may be achieved through the elimination of in-
jurious competition from rival production units, with a
resulting concentration of production and increase in the
total volume of business. In the vertical merger, it is
attained because of the joint and several interdependence
of all production units, each successive stage in the en-
tire process being dependent both upon the one immediately
preceding and that which immediately follows. Through
this close relationship of all plants in the merger, the
problem of stabilization is greatly simplified.* "In a
vertical merger great production economies often result
from being able to plan the production of the successive
units. When the demands of the market as to quantity and
type of product must be guessed at, it is difficult to plan
the production to the best possible advantage. But when
the immediate market is assured, as in a vertical merger,
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its requirements can be closely determined. The savings,
(1)
as any production man knows, are considerable." The
circular merger, too, by its very nature, simplifies the
problem of stabilization of production. Since it em-
braces many non-competing and complementary products,
the circular merger is in a position to regulate its pro-
duction more equably than could the individual companies
comprising it. When some of its products are in demand
in one season of the year, or by one group of consumers,
others will enjoy their demand in different seasons or
by different classes of consumers, thereby creating con-
tinuous production.
Sales Problems. The next of the operating pro-
blems to receive our attention will be those concerning
sales. It is difficult to name the most important pro-
blem of the merger, because each one seems to be as pres-
sing as the other; the problem of sales, however, is per-
haps more vital than anything else. After all, without
sales there would be no other problems to worry about,
and so we can safely say that upon the correct handling
of the sales problem depends the future of the merger.
The only difference between the sales problem of the mer-
ger and that of the independent is that it is greatly ac-
centuated in the case of the merger, due to the much lar-
ger volume of sales and the wider distribution thereof.
This is, per se, sufficient reason to warrant the most
careful consideration and treatment of this all important
question. For our purposes, we shall discuss in brief
(1) Ref. No. 5, Page 53

some of the more general points under this heading, as of
course, there are many sales problems of particular or
special application. The first of these general topics
is the matter of a definite sales policy. In formulating
this policy, probably the most important question to be
decided is the particular method of selling to be used.
That is, shall the merger adopt the plan of full-line
selling or specialty selling? In answer to this ques-
tion, we quote from one of the recent works on mergers.
"Pull-line selling always kills the personalities of the
members of the family. And in doing that it sometimes
kills the family itself or else greatly weakens it. We
have a good illustration of this principle in the history
of the so-called syndicated brands which were so conspi-
cuously in the merchandising lime-light about twenty years
ago. The Rexall brand was the most successful of the lot
"For a time, the Rexall idea was a great success
Almost invariably the best drug store in every town was
the Rexall store. A generous portion of their sales con-
sisted of Rexall goods. Eventually, though, specialty
selling beat the Rexall idea. It did not overthrow it
altogether, for it. still exists, but the plan is some-
what in eclipse.
"The trouble with a big brand family is that
it is just a family. Almost every person in the country
is familiar with the Rexall name. They know it is a line
of pharmaceuticals, drugs and toilet goods. They know
that they have used some Rexall articles. They have con-
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fidence in the worth of any Rexall product. At the same
time, ask them to name one of the best known toothbrushes,
or milk of magnesia, or hair tonics, or aspirin; they would
say Pro-phy- lac-tic
,
Phillips, Danderine, Bayer's, etc.
No individual in the Rexall family could stand up against
the reputation of California Syrup of Figs, Cascarets, Dia-
mond Dyes, Pape's Diapepsin, Fletcher's Castoria, Cald-
well's Syrup of Pepsin or any similarly well-known soec-
(1)
ialty." As a further illustration of the strength of
specialty selling, as opposed to full-line selling, we
refer again to the same writer. "Unless a merger continues
to do specialty selling, it is likely that its component
parts and its separate products will eventually lose their
identities. This may happen even though there are no com-
peting units or products within the organization. General
Foods, for example, is composed altogether of non-competing
food products. LaFrance is the only article in the line
so far that is not a food. So far, the General Foods man-
agement has been using splendid strategy in keeping its
various acquisitions from losing their individualities.
They are advertised as though they were independent busi-
nesses. They are sold in a number of small specialty
groups, without a too close General Foods tie-up. If the
General Foods products were advertised or marketed as a
family, it would not be long before such valuable names
as Maxwell House, Jell-O, Swansdown, Log Cabin, Calumet,
(2)
Walter Eaker, etc., would virtually disappear."
(1) Ref. No. 7, Pages 114, 115
(2) Ref. No. 7, Pages 113, 114
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The foregoing illustrations emphasize the su-
perior methods of the policy of specialty selling over
that of concentration of all products of the merger under
one "brand or name. The success of the companies which
have adopted this policy as part of their merger program
is proof of its soundness. Failure of other mergers to
achieve a large amount of success has likewise been due
to the fact that they have either been unable or opposed
to sell their several products under the names by which
they have already gained wide distribution, and have at-
tempted to popularize these articles under a new name.
"In 1926, there were more food manufacturers each earning
over $1,000,000 net than any other type of production bus-
iness. Altogether there were 77 concerns in this class,
and practically every one of them was a specialist.
"Analyze it anyway you please and it will be
found that the companies that are making money, whether
they are large or small, are specializing. If they are
not outright specialists, they are at least giving spec-
ialty promotion to the main numbers in their general line.
Merger managements that are not observing this fundamental
(1)
principle of sound marketing practice are riding for a fall."
Another sales problem of general application is
the question of the channels of distribution to be used by
the merger. In this connection, there has been an inter-
esting development within recent years. Until this time,
most manufacturers had no immediate contact with the con-
suming public, because they did all their business through
(1) Ref. No. 7, Page 124
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the medium of an intermediary, in. the person of the jobber,
the wholesaler, the broker, the manufacturer's agent, etc.
There is of late years, however, a decided tendency for
the manufacturer to establish direct contacts with the
consumer, either by selling direct to the retailer, or
better still, to go into the retail business himself.
The tremendous growth of the chain store systems has been
the chief factor in this change on the manufacturer's part.
That is one of the main reasons why there have been mer-
gers of manufacturers, because through the combined power
of their several businesses they have been able to combat
these chains by entering the retail business themselves,
or if they do not choose to take this step, they can at
least meet the massed strength of the chains on the same
ground. In the shoe manufacturing business, for one ex-
ample, there has been a decided growth in the number of
manufacturers who have opened their own retail stores.
As a result, several chain systems have developed, the
largest being that of the Melville Shoe Corporation,
which is a merger of several groups of retail shoe stores
covering a wide price range. -To meet the organized pur-
chasing and selling system of the large chains in the
food business, such as the Great Atlantic and Pacific
Tea Company, such mergers as General Foods Corporation
have been formed. "The General Foods Corporation frankly
admits that this is one of the things that it is trying
to accomplish. It feels that the manufacturing units
which it is welding into its system will be better able
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to cooe with the chains than if they were operated inde-
(1)
nendently . " In the petroleum industry we find that the
producers and refiners are also the retailers of their
own products. Standard Oil, Good Gulf, Shell, and other
large producers have gone into the business of retail dis-
tribution of their products on a large scale. "The mail
order houses, especially Montgomery Ward Co. and Sears,
Roebuck & Company, are playing hob with the retail tire
business. In those sections where these mail order houses
have retail stores, the tire situation is truly alarming.
In these locations it is becoming increasingly difficult
for the average dealer to make any money on tires.
"Tire manufacturers are beginning to feel that
the difficulty can be cured permanently only by the esta-
blishment of factory controlled stores. Not much headway
has yet been made in this direction, although several
schemes are in the air. Several tire manufacturers have
already made a start at getting into the retail business.
The Goodyear Company is behind the chain of Nyce Tire
stores in New York City. The Fisk Tire Company also has
some stores in New York City. The Cupples Company of St.
Louis has a number of stores in the Southwest. The Ricks
Rubber Company is another operator of a small chain of
tire outlets. Firestone is making the most pretentious
move toward controlled stores."
While it is undoubtedly true that many of our
mergers will not be disposed or obliged to take this step,
we shall probably see an increasing growth in direct retail
(1) and (2) Ref. No. 7, Pages 45 and 49,50
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distribution by mergers of manufacturers in all lines of
business. With such means of control of the distribution
of their products, they will be better able to withstand
the inroads on their sales made by competing products,
sponsored and distributed by large chain store systems.
A third phase of the sales problems of the mer-
ger is the question of its policy regarding prices, dis-
counts, contracts, etc. As the direct result of the many
economies of the merger, it should be possible to market
its goods at prices representing material savings to the
consumer. Shall it hold back these savings, in whole or
in part, or shall it pass them along to the consumer?
Without doubt, the latter policy is the wisest course, as
the consumer is quick to respond to genuine reductions in
prices where the quality of the product is not impaired.
Thus, by this policy of sharing some of the economies of
the merger with the consumer, the merger is repaid in the
confidence and good will of the public and in its increas-
ing sales and profits. Where sales are not made direct to
the public, but through a distributor or dealer, the mer-
ger is often faced with the problem of price-cutting on
the part of competitors. If it can meet these reductions
with corresponding ones for its products, well and good,
but sometimes this may not be the best course. To com-
pensate them, however, it may grant certain concessions,
such as extra discounts, to the dealers handling the line.
They in turn, can decide for themselves whether or not to
cut their prices to meet competition. Probably much of
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the business of the merger will be done on a contract
basis. It must then have a policy for handling these
contracts with customers, especially with regard to can-
cellations. If it adopts a policy of strict enforcement
of them, refusing to accept cancellations, it may stand
to lose more in the long run, through ill feeling on the
part of customers, and possible litigation expenses in
connection with enforcing these contracts. While no gen-
eral policy would apply in all cases, no doubt better re-
sults are obtained with a liberal attitude on the part of
the merger regarding cancellations or broken contracts.
The merger must stretch a point in an attempt to foster
good will in its customer relations', and by allowing cus-
tomers certain privileges and freedom in its contractual
relations, it will generally benefit, if not in dollars
and cents, at least in good will.
Advertising Problems. Hand in hand with its
sales problems, the. merger has certain advertising pro-
blems to meet. One of the important advantages in con-
solidating, is the increased amount of advertising pos-
sible through the combination of several large companies.
During the early period of its existence, the merger can
accomplish much through advertising more or less widely
as the case requires, thereby lending immediate stimulus
to the demand for its products. The first point to be
decided in this connection is the selection of the types
of advertising media to be used. Newspapers, magazines,
trade papers, business and commercial journals, billboards,
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radio programs -each of these advertising media has its
proper place in the program, and should be utilized to
the best possible advantage. Modern scientific methods
applied to the business of advertising has made it a pow-
erful force in our commercial life. Mergers can afford
to employ expert advertising counsel, and engage in ex-
tensive campaigns, but the end justifies the means, since
the only purpose of such publicity is to increase sales.
Practically all large mergers are big advertisers, as is
evidenced by the amount of advertising carried on by such
mergers as General Motors, General Foods, Standard Brands,
American Radiator-Standard Sanitary Corporation, and many
others. The radio is used by all of those mentioned, while
at the same time the current magazines and periodicals con-
tain elaborate illustrations of their products, usually as
specialties rather than as "full-line" items. General Mo-
tors advertises each of its many cars under its individual
name, with the simple statement that it is a "product of
General Motors." The same policy is carried out by other
large mergers, General Foods, for example, advertising
such items as Maxwell House Coffee, Jell-O, Postum, Grape
Nuts, etc., extensively, each under its own valuable name.
Standard Brands is spending large sums to advertise such
well-known products as Fleischmann's Yeast and Chase &
Sanborn Coffee through radio programs and newspaper ad-
vertisements. The success of these companies is surely
promoted through the use of such advertising media to
keep constantly before the public ifoir products and name*.
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Because of its size and volume of business, the
merger cannot limit its territory too narrowly when plan-
ning its campaigns. In fact it becomes necessary to con-
duct frequent national campaigns in order that consumer
demand in all parts of the country may be maintained and
the widest possible distribution secured. Most of the
advertising of large combinations conducted by means of
weekly radio broadcasts is on a national basis, the pro-
grams being sent out over nation-wide chain networks.
Newspaper advertising is conducted nationally through the
medium of newspaper syndicates, composed of leading dailies
in the larger cities throughout the country. Many of our
weekly magazines, such as the Saturday Evening Post, as
well as certain monthly ones, have national circulation,
which makes national advertising through this medium both
possible and profitable. Many leading trade, business and
technical publications also enjoy national circulation, so
that they also offer an effective medium for large-scale
advertising. Any or all of these media provide possibili-
ties for national campaigns, and unless the merger makes
frequent use of them, it will probably fail to realize the
maximum degree of increased sales volume.
Another advertising problem of general applica-
tion is the question of dealer and consumer co-operation
plans. This type of advertising is particularly benefi-
cial to the merger, which inevitably encounters a certain
amount of resistance as a result of the changes in methods
and personnel which invariably follow the consolidation.
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The merger can overcome this resistance to a large extent
"by co-operating with dealer and consumer in its advertis-
ing program. During the progress of national advertising
campaigns or special drives on the merger's products, it
can "tie up" the dealer with the advertising itself. There
are several ways of doing this, one being in the assistance
given the dealer in regard to the most effective methods
of displaying the products which are being featured by the
merger. Window dressing, store decorating, special dis-
plays, demonstrations, and similar aids are of material
value to the progressive dealer, who is naturally and pri-
marily interested in increasing his sales. This type of
co-operative service may be rendered gratis, or for a nomi-
nal charge, if the expense involved and results obtained
warrant making such a charge. Another type of co-opera-
tive service is that which is known as "sales promotion
work." This usually takes the form of sending men who
are specialists in advertising or sales service work to
interview the leading dealers handling the merger's pro-
ducts, for the purpose of assisting the dealer with his
store problems, with particular reference to the products
in question. These sales service men frequently give much
of their time and knowledge to the dealer, showing him the
way to get the most out of the company's advertising, ser-
vice and products. The result is that the dealer profits
from the increase in his sales, not only of the merger's
products, but of all his goods, while the merger reaps its .
reward in a corresponding increase in sales and profits.

Customer Relations. Another problem of mergers
to which we shall devote a brief discussion is the ques-
tion of customer relations. This is a broad question,
involving all phases of the relations between the merger
and the various companies comprising it on the one hand,
and the customers, both old and new, on the other. First
there is the policy of the merger toward the customers of
the constituent members. It must, of course, do all in
its power to convert, for example, the ten thousand cus-
tomers of the Blank Company into an equal number of cus-
tomers of the Consolidated Company. There will undoubt-
edly be a certain proportion of these customers who may,
for one reason or another, be disinclined to transfer
their business to the merger organization. Frequently
it happens that customers are gained and held solely
through the personal efforts of certain salesmen, execu-
tives or employees of a company. When that company is
absorbed by a merger, and these same salesmen, executives
or employees are dropped in the reorganization, the situ-
ation is likely to change. Those customers who formerly
did business with these individuals may not have the same
feeling toward the new organization; moreover, they very
likely will continue to do business with the same persons
who may later solicit their business for other companies.
Such a situation presents a problem to the merger organi-
zation, which must find some way of reclaiming these lost
customers. It will have to prove to these customers that
it will be to their advantage and profit to buy their re-

quirements from the consolidated company. All the argu-
ments at its command will probably be needed to persuade
them, such as greater economy, superior quality, better
service, national advertising, sales co-operation, etc.
Gradually, through the intelligent and intensive pur-
suit of these lost customers, the merger can win a large
part of them to its cause.
Building and holding the good will of all of
its customers is another phase of the problem of custorer
relations. After it succeeds in winning back those cus-
tomers of the constituent companies who had deserted, so
to speak, the merger must then see to it that it at all
times commands and deserves the good will of these cus-
tomers. Furthermore , it has to stimulate and maintain
the good will of new customers. If it adopts the policy
of "the customer is always right," in all its dealings
with them, the matter of their good will villi not give
it much concern, although there are times when this li-
beral policy is not the best course to take. In general,
however, if the merger is fairly liberal and reasonable,
showing a willingness to go more than half way with a
disgruntled or dissatisfied customer, it will be repaid
in the form of this customer's good will. There is no
better advertising than this. Prompt and liberal dis-
Dosition of all claims of customers, with fair and lust
settlements, can do a great deal in the way of promoting
good will. Courtesy, co-operation and patience in the
matter of collection methods will also build good will.
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Employment Problems
.
The employment problem
of the merger is perhaps one of its most acute problems,
especially during the early period of its organization.
What with the many rumors, both real and unfounded, which
always accompany the process of consolidation, the employ-
ees of the various companies involved in the merger are
in an unsettled frame of mind with regard to their jobs.
The test policy for the merger, therefore, is to be as
honest and frank with the employees as the plans and cir-
cumstances permit. Only in this way can it hope to ob-
tain the proper co-operation and spirit on the part of
its employees, which is so necessary during the trying
days of the organization period of the merger. In prac-
tice, this policy may be carried out as follows:
"When a merger, or the acquisition of one com-
pany by another, is first announced it is the part of
wisdom to be open and aboveboard with the employees and
tell them either openly or by private personal interview
just what they can expect. Properly handled this dispels
the fears of those who have nothing to fear. Also, if a
clean-cut statement is made as to just what the plans are
for eliminating duplication of functions and positions and
the employees are told that those who remain will be those
whose work and general attitude are the best, the ensuing
rivalry can be of direct and real value to the merger dur-
(1)
ing its trying early days .
"
When there is no such policy of open and frank
understanding, the effect on the employees may result in
(1) Ref. No. 5, Page 145
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serious injury to the merger. The efficiency of the daily
routine work of the employees is hampered "because of the
constant state of uncertainty concerning what is to happen.
"Because so large a part, at least of the immediate, in-
crease in profits from merging is generally realized to
result from reduction in duplication of personnel, it is
common for a serious falling off in employee morale to re-
sult as soon as a merger is announced or even rumored.
Everyone senses the proximity of the ax which he fears may
sever him from the payroll.
"Clerks, department heads, and even the execu-
tives fairly well up the line brood over their fears, on
company time, with serious effect on their work.
"Playing politics becomes the principal working
hour effort. Everyone is out to make a place for himself,
not usually by harder and better work, but by discrediting
his fellows who he fancies are competitors for the remain-
ing jobs. Some of the employees start looking for new jobs
and many find and take them, crippling or at least hamper-
( 1
)
ing the new merger."
Obviously, then, it is by far the better policy
for the merger to take the employees of the various units
into its confidence, allaying unnecessary fears on the
part of most of them, and arousing real competitive efforts
among all for their respective positions.
Having solved safely this trying organization
problem, the next important point is to build up and keep
the good will of its employees, for without this, the mer-
(1) Ref. No. 5, Page 143
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ger cannot realize its full measure of success. All mat-
ters concerning employee relations must receive the man-
agement's careful consideration. Fair and just treatment
must be accorded to all employees, old and new. Questions
of salary increases, promotion and advancement, and simi-
lar matters should be regulated according to a uniform pol-
icy. While company rules and regulations must be observed
and discipline maintained at all times, the employee's
rights should.be respected. Many companies are coming to
recognize more and more the importance of this question of
employee rights, and to protect them, are instituting some-
thing in the nature of boards or committees of arbitration.
It is the function of such bodies to consider any cases of
disputes, dissatisfaction, discharges, violations of rules,
and kindred matters, always with the purpose of giving the
employee an opportunity to defend and protect himself.
Employee good will is bound to flourish wherever he is af-
forded full encouragement and protection by the management.
Besides giving the employee fair and just treat-
ment and protection, there is another policy, the adoption
of which never fails to create and hold his good will.
We refer to the policy of employee welfare, which is rec-
ognized as being of the utmost importance in modem manage-
ment methods. Under this heading, are included all matters
pertaining to the health, happiness and general welfare of
the employees. Vacations . with pay, bonuses and profit-
sharing plans, group insurance, health promotion, social
and recreational facilities-all have en important place
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on any program of employee welfare. True, they are often
a source of considerable expense to the management, but
they pay big dividends in the form of good will, content-
ment and better work on the part of the employees. The
merger which abolishes these various forms of employee
welfare in its pursuit of economy, cannot hope to gain
the full co-operation and best results from its workers.
Public Relations. In addition to its duty to
its customers and employees, the merger also owes some-
thing to the general public. It needs the public's
good will, too, and must take care not to do anything
which would arouse the hostility of the public . The
most direct course to the public's confidence and good,
will is through the medium of publicity of the merger's
aims, purposes, and accomplishments. The public has to
be shown wherein the merger is of benefit to the public
interest. All this can best be accomplished through the
medium of advertising, which should take the form of edu-
cational or informational accounts of the merger's his-
tory and business. "Some mergers have found that it pays
to take the public generally into their confidence through
paid advertising, statements to the press by officers and
by other publicity channels. They tell frankly the why
and wherefore of the merger, what it hopes to achieve,
how it should benefit its consumers, employees and stock-
(1)
holders and in general what the policies will be." A
certain amount of publicity is also needed to educate tie
public to the new name, especially if this name is to be
(1) Ref. No. 5, Page 146

used as a brand or trade mark. Another important phase
of the public relations problem is the legal aspect.
The merger cannot afford to become involved in any un-
pleasant lawsuits with competitors, customers, creditors,
or others, which might arouse public feeling antagonistic
to the merger.- It must cultivate a reputation for square
dealing in all its transactions, whether with employees,
competitors, creditors or customers, if it will retain
the confidence of the public
.
In all its relations with government bodies,
the merger must be on its guard to insure that it will
keep in their good graces. Whenever, in the course of
its business, the' merger comes in contact with any of
the municipal, state or federal authorities, it must do
all in its power to co-operate with them and comply with
their demands. Failure to do so, can do the merger no
good, since it will only bring down upon its head the
condemnation of these governmental bodies, and incur
the censure of the general public. During times of
general public distress, such as the present period of
drouth suffering and unemployment, the merger management
can gain public favor and good will by doing all in its
power to co-operate and assist the governmental agencies
in alleviating the sufferings of the victims. Donations
of money, food, clothing, merchandise, etc. at such times
help to win the approval and commendation of the govern-
ment and the public. In- a word, the merger should en-
deavor at all times to maintain friendly relations with
both public and governmental authorities.
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VI. SOCIAL AND POLITICAL ASPECTS OF MERGERS
At this point in our study of the economic
aspects of mergers, we feel that we should consider
their social and political aspects. This is an import-
ant phase of the merger movement, since it concerns the
public interest. We shall, therefore, look at this side
of our problem from the viewpoint of the public -at- large,
rather than from the point of view of the business man or
the merger itself. We have chosen two subjects for dis-
cussion under this heading; first, the question of mergers
and the unemployment problem, and second, the question of
the political and legislative problems arising out of the
widespread merger movement. Both of these questions vi-
tally affect the common welfare of the general public,
and are therefore, worthy of careful consideration.
To what extent do mergers cause unemployment?
This is a question regarding which there are no definite
figures available, but nevertheless, we believe that it
can be answered in a general way. Certain it is that
the merger movement has contributed a large percentage
to the total number of the unemployed, which in the pres-
ent period of depression runs into the millions. We know
this must be so, because there is always a reduction in
the personnel after several companies have merged. It is
safe to say that a very large proportion of the so-called
"white collar" class of the unemployed is the result of
mergers and consolidations. This class of employees is
the one most affected by the process of elimination which
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invariably results in drastic slashing of the clerical,
selling and administrative forces. To cite only one of
the many cases of this kind, "The General Foods Corpora-
tion, a merger of the circular type, in a single instance
(1)
eliminated nearly 200 men from the accounting department."
In carrying out their relentless programs of economy in the
distributive and administrative departments of the business,
mergers add thousands to the ranks of the army of the unem-
ployed. The productive department of the business does not
usually suffer so much, although not infrequently the pro-
ductive and laboring forces find themselves out of work, as
the direct result of a merger, which sometimes causes the
permanent or temporary closing of some of its factories.
This increase in unemployment due to mergers and
consolidations is a matter of no little importance, when
we consider its serious economic and social consequences.
Consider, for example, its effect upon the "social pro-
blem." A large part of the numbers of the unemployed re-
sulting from these industrial combinations, finds it im-
possible to obtain work elsewhere. Through one reason or
another- inability to turn to other occupations, lack of
demand for their services by others, old age, competition
for the available jobs, etc. -these people are utterly un-
able to obtain employment. Faced with the inevitable pro-
blem of sustenance for themselves and their dependent fami-
lies, with their savings exhausted, their source of income
cut off, and with personal and household bills piling up,
where are they to turn for aid? For the most part, they
(1) Ref. No. 5, Page 83
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will appeal to the various charitable institutions, sup-
ported by municipal, religious or private funds. These
agencies do not have unlimited support, as they are or-
dinarily financed to care for the normal needs of the
community. Consequently, when the demands upon them are
heavily increased as a result of this merger unemployment,
they find themselves taxed to the utmost to meet the re-
quirements of all who seek their assistance. Unless ad-
ditional funds are provided, they will be obliged to turn
away many of these new petitioners for aid, who will then
be thrown upon the mercy of private charity. When this
last resort is gone, their plight is indeed serious. Not
all of the unemployed, however, turn to public and private
charity for their support. Some among them take the only
other means available, and join the ranks of the criminals,
thinking to find an "easy" solution to their problem of
self-maintenance
.
In due time, however, the law gathers
them in, and they become a burden of a different type up-
on society. Thus, do mergers contribute directly to the
social problem, because, through their selfish programs
of economy, thousands of hitherto self-supporting members
of society are thrown upon the mercy of public and private
charity, or possibly link themselves with the forces of
crime and gangland.
All of this has a direct influence upon the
economic cost to society of the maintenance of social wel-
fare and charitable institutions, as well as the upkeep
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of those agencies necessary for the suppression and pun-
ishment of crime. The direct increase in unemployment
attributable to mergers and consolidations causes a con-
siderable increase in the cost of operating these depart-
ments of our social system. Society at large, therefore,
must pay this bill. The increased expenses of charitable
and criminal agencies can only be met out of increased
revenue, which can only come from one source. Increased
taxes is, of course, the answer to the problem. The in-
dividual taxpayer, therefore, must furnish the necessary
funds to carry on the indispensable work of providing for
the unemployed and punishing the criminal. This is one of
the phases of the merger movement which is not at first
sight apparent, but which nevertheless exists, and con-
stitutes an important economic and social problem.
Another aspect of the merger movement which is
worthy of serious thought, is the question of political
and legislative problems arising out of the growth in
size of single businesses. The concentration of large
amounts of capital under the control of a comparatively
few corporations in each industry creates a rather seri-
ous political problem. This concentration of capital
enables the merger or consolidation to wield a certain
amount of power in political circles. This financial
power may be used to influence the election or appoint-
ment of certain political aspirants, who, upon their
election or appointment to public office, will be sub-
servient to the desires of the corporations which elected
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or appointed them. Another political evil made possible
through the large aggregations of capital controlled by
mergers and consolidations, is the practice of lobbying.
This consists in approaching or soliciting certain mem-
bers of the legislature, with a view to influence and
direct their votes for a consideration. When important
bills come before the legislative bodies, this pernicious
practice is invoked to prevent or further the passage of
these bills, depending on the nature of the proposed laws,
as to whether they are favorable or unfavorable to the
interests of the corporations indulging in this lobbying.
Mergers have the advantage, also, of being able to spend
large sums of money in propaganda concerning any radical
changes in the laws affecting the conduct of their busi-
ness in any department. They can, for example, use their
financial power to influence the press in its daily ac-
counts of political or legislative events which may have
particular bearing upon the business or activities of
"big business." Legal counsel and other expert advisers
may be engaged by the merger to represent it at public or
private hearings of proposed legislation, and if by chance
certain undesirable or unfavorable laws are passed, the
merger can afford to fight for their amendment or repeal.
Because of all of these potential evils, political and
legislative, resulting from the financial power of mergers,
our governmental system is weakened by corruption of its
servants, and perversion of its laws.

PART TWO
FINANCIAL ASPECTS OP MERGERS
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VII. FINANCIAL PLANS
In approaching the subject of the financial
aspects of mergers, it seems fitting that we first con-
sider the question of the financial plan. This is the
first point to be decided, from the financial angle, be-
cause it involves the important question of the type of
financial structure to be used, the kinds of securities,
the amounts to be issued, etc. Our discussion will begin
with the question of the exchange of stock of the companies
involved in the merger. This is of great importance, as
it must be made on an equitable basis, so that the stock-
holders of all companies will be fairly treated. When
the merger is formed, the stocks of the various companies
comprising it are turned in or exchanged for the stock of
the new company. This is done on some predetermined basis
or ratio, either a share for share basis, or, more frequently,
a stated number of shares of the old companies in exchange
for one share of the merger company. Various methods are
used for determining how this exchange shall be made, but
in all methods the importance of the earning power of the
business is recognized, as is also the matter of the value
of total assets contributed to the merger. We shall not
discuss the different methods of arriving at the basis for
exchange of stock, but shall select one of them as indica-
tive of the general procedure to be followed.
"One way which has been found in many mergers to
give results fair to all is to assign twice as much value
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to the earnings as to the assets in working out the price
to be paid for the properties.
"Suppose, for example, that the merger is in an
industry in which it is currently felt that ten times net
earnings is a fair ratio. Let us take the four concerns
shown in the (following) table.
A B C D E
Valuation for
Value of Busi- Purpose of Sell-
Net ness on Basis ing to Merger
Tangible Net of 10 Times
_
B plus 2D
Co. Assets Earnings Net Earnings 3
1. $1,000,000 $100,000 $1,000,000 $1,000,000
2. 400,000 100,000 1,000,000 2,400,000 $800,000
—3
3. 800,000 80,000 800,000 2 ,400 ,000 $800,000
3
4. 1,200,000 60,000 600,000 2,400,000 $800,000
3
"The first has net tangible assets of $1,000,000
and net earnings of $100,000. Capitalizing the earnings
on the agreed upon 10 to 1 ratio, we get $1,000,000. Giv-
ing it twice the value of the assets involves adding the
million of assets to twice the capitalized earnings and
dividing by three. The formula for this procedure can be
expressed as:
Net tangible assets + 2X (Earnings X 10)
3
"The table above is particularly interesting in
showing how three supposititious concerns having net tan-
gible assets as far apart as $400,000, $800,000 and $1,200,
000, respectively, can have the same value to a merger-
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$800 ,000-when proper consideration is given to their re-
spective net earnings.
"Needless to say, it is unlikely that three con-
cerns in the same industry would have such wide variations
in the ratio of earnings to net assets. The figures used
were chosen for the sake of emphasizing the importance of
(1)
the earnings in arriving at the value of a property."
On the basis of the foregoing method, therefore,
the stock in the merger would be issued to the four com-
panies in exchange for their stock on the following basis:
Company No. 1 5/l7ths of the total merger stock issued,
Company No. 2---4/l7ths " n n > "
,
Company No. 3-— 4/l7ths * " " " " "
,
Company No. 4---4/l7ths " " " " ,f .
The "modus operandi" of exchanging stocks in the
constituent companies for the stock of the merger company,
is usually for the latter to appoint a transfer agent,
which is ordinarily a bank or trust company. The stock-
holders of the various companies are then requested to
deposit their stock with this transfer agent, which will
issue to them in exchange therefor, stock in the merger
according to the predetermined ratio, or it may simply
give them a proper receipt for their certificates, pending
the actual issuance of the merger stock. At first, it sel-
dom happens that all stockholders of the individual com-
panies comply with this request to give up their stocks in ex-
change for the stock of the merger company. We have re-
served this subject for separate treatment in another place.
(1) Ref. No. 5, Pages 106, 107
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Classes of Stock to be Issued. The next point
to be considered is the question of the classes of stock
to be issued. This involves the decision as to whether
the financial plan shall consist of preferred, common or
both kinds of stock, and the various classifications of
each kind which may be issued. There are many factors
which may determine the answer to this question, some of
which are as follows:
"1. The fashions in securities at the time the
merger. is formed.
"2. The type of clientele of the investment
banker who handles the financing is an important factor.
"3. The stipulations of the old owners of the
(1)
merging companies sometimes affect the financial plan."
The current or prevailing fashion in the security
market has an important bearing upon the class of stock to
be issued by the merger. That class of stock most readily
marketable yesterday may not at all appeal to the fickle
mind of tomorrow's investing public. "Investment fashions
change just as radically, if not as a rule so often, as
fashions in women's clothes. During the past few years the
investing public has favored common stocks, at other period
it has gone in for preferred stocks, and at others for bond
During the period of the sharp upward swing of the stock
rrarket in 1929, common stocks were much in vogue, as the
investing public clamored for the opportunity to partici-
pate in corporate earnings, stock dividends, split-ups, etc
In the short space of a few months, however, the situation
(1) Ref. No. 5, Pages 124, 125, 126
(2) Ref. No. 5, Page 124
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was entirely different, after the stock market crash of
October, 1929; common stocks did not look so attractive
to the bewildered investor after the sad experiences of
these memorable days.
The investment banker handling the financing of
the merger will naturally favor the issuance of the kind
of stock which his particular clientele demands. This
enables the banker to dispose of the issue most readily,
thereby securing the funds quickly for the merger, and
realizing his profit on the sale more promptly. If the
promoters or organizers of the merger have any preference
as to the class of stock to be issued, it can be very easily
satisfied by approaching or interesting the bankers whose
business is concerned principally with that type of security.
"Certain banking houses are known as specialists in certain
types of securities and so attract customers who favor what
they sell. Thus at one and the same time, of three differ-
ent banking firms, one may have a conservative clientele
of bond buyers, another's customers may stick pretty close-
ly to preferred stocks and the third may cater to the more
speculatively inclined who favor common stocks.
"The banker who handles the merger will naturally
favor the issuance of the type of security which his cus-
(1)
tomers prefer."
The third determining factor governing the kinds
of stock to be issued is the particular demand or stipu-
lation of the owners of the companies in the. merger. They
may be satisfied only by one class of security in payment
(1) Ref. No. 5, Page 12G
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for their holdings in the old companies, and this, then,
will be the one to be issued. "Sometimes, the sellers are
willing to take common stocks, especially if they happen
to be young men and are going to be active in the manage-
ment of the merger.
"If they are to draw out of the business and are
highly conservative as to their investments and doubtful
of the ability of the management to make a success of the
merger, they may demand payment in bonds or preferred stocks.
Andrew Carnegie demanded payment in full for his Carnegie
Steel Company in bonds of the newly formed United States
Steel Corporation.
"if it seems undesirable to put out a
bond issue, such a seller may demand that he be paid in
preferred stock, and so determine to that extent the caoi-
(1)
tal plan of the new merger."
Another important factor in determining the class
of stock to be issued is the question of the regularity of
earnings. "If earnings promise to be somewhat irregular
but large enough on the average over a period of years to
cover preferred stock dividends, it is much sounder to use
preferred stock rather than bonds.
"If it appears that net earnings are apt to be
both irregular and uncertain in amount, bonds and preferred
stocks have no proper place in the financial structure.
Common stock is the only possible security if the set-up is
(2)
to be sound."
(1) Ref. No. 5, Pages 126, 127
(2) Ref. Ho. 5, Pages 129, 130
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Retirement of Funded Debt. In working out the
financial plan of the merger, the possibilities of the
*
retirement of outstanding funded debt of the independent
companies should be considered. If this can be accomplished,
the savings in interest charges will be a distinct contri-
bution to the financial success of the combination. It is
not always possible or desirable, of course, to effect the
retirement of the bonds of the individual companies. Some-
times the bondholders will not surrender their income-pro-
ducing holdings in exchange for something, the security of
which may be less assured. In cases where the outstanding
bonds are redeemable at a stated price, at the option of
the issuing company, there should be no serious objection
on the part of the bondholders to such an offer of redemp-
tion. They may have been issued with a conversion privi-
lege, enabling the holders thereof to convert them into
the stock of the issuing company on certain conditions.
It should not be very difficult in this case tc persuade
the holders of these bonds to convert them into stock of
the merger company. If there is no possibility of retir-
ing the outstanding bonds of the separate companies before
or immediately after the merger, the only course open is
for the latter to arrange for their redemption at the earli-
est possible date. In either case, whether the bonds are
retired with the consummation
. of the merger or as soon after
it as possible, the result is twofold; first, elimination
of the burden of fixed interest charges, and second, the
strengthening of the financial position of the merged com-
panies through the removal of all funded indebtedness.
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New Funded Debt. Shall a bond issue be included
in the merger's financial plan? This is an important ques-
tion, to which perhaps no positive answer may be given to
apply to all cases. In general, however, we believe that
it is much the wiser course to exclude all funded debt, at
least at the outset, from the financial plan of the merger.
In this way, it begins its career with a "clean slate," so
to speak, as far as fixed or bonded indebtedness and heavy
interest charges are concerned. The early years of a con-
solidation are unquestionably its most trying ones, what
with the countless problems of organization, administration,
production, sales, etc., all demanding the closest attention.
This is the probation period-the "acid test" of the merger,
and if it emerges from it without financial burdens of any
sort, the future is bright indeed. For this re'ason, there-
fore, it is better to avoid, if at all possible, the in-
curring of funded debt, i. e., a long term bond issue, at
the start of the merger.
"Bonds should be issued only when the earnings
are certain to be large and regular. Many of the early
trusts' went on the rocks because they had obligated
themselves to pay far too much in bond interest. Bond in-
terest must be paid promptly and regularly when due or the
company runs the serious risk of being thrown into bank-
ruptcy or at best a receivership.
"Frequently fixed charges for interest constitute
too heavy a drain on earnings and make it impossible for a
company to build from within by plowing back present earnings
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in order to increase profits in the future. This may be
particularly important for a merger, which as we have seen
hopes to be able greatly to reduce ultimate costs by spend-
ing larger amounts for betterments of one sort or another
than the member companies could as independents
"The unescapable necessity of paying interest on
bonds dictates that the expected earnings be not only ade-
quate but regular. A bad year may result in a disastrous
default. It is quite generally agreed that unless the his-
tory of the merging companies shows a high degree of sta-
bility in earnings, a bond issue may be disastrous to the
merger, its stockholders and the investors in the bonds.
Earnings of at least twice the total bond interest charges
should be certain
"Even though a bond issue were to be perfectly
proper and feasible, if the merger has no immediate need
for cash it is usually best to refrain from issuing them
at the start but rather to hold that possibility in re-
serve for contingencies when cash may be needed for ex-
(1)
pansion, improvements or whatnot."
Many successful mergers have been financed with-
out bond issues, while others, as, for example, the United
States Steel Corporation, have retired outstanding bonded
indebtedness acquired with the merger. Here are some of
our leading mergers which have no funded debt: General
Motors Corporation, General Poods Corporation, Standard
Brands, Inc., Anaconda Copper Mining Company, American Can
Company, Allied Chemical & Dye Corporation, National Biscuit
Company, Radio Corporation, and Eastman Kodak Company.
(1) Ref. No. 5, Pages 128, 129
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VIII. RETENTION OF CONTROL
The interests behind the organization of the
merger are naturally desirous of retaining control of
Its stock, so that they may. conduct the operations of
the business according to their purposes and policies,
unhampered by objecting or dissenting interests. They
will, therefore, take steps to acquire this control ,
Among other methods, the following ways of retaining con-
trol in a merger are effective: (1) by acquisition of
large interests, (2) by exchanging non-voting stock for
voting stock, and (3) by control of new directors. We
shall discuss each of these means of retaining control.
Acquisition of Large Interests. During the
course of the negotiations for the purchase of the in-
dividual companies, it may develop that one or more of
the principal owners of these companies wish to retire
from business. This presents the opportunity to the
leading interests in the merger to acquire, the holdings
of these retiring officials, either by outright purchase
or by giving them in payment for their share, stock with
no voting rights. In the first instance, the withdrawing
members are disposed of with a cash payment, while in the
second case, they are still stockholders, but can have no
voice in the management of the business of the merger.
Another opportunity for acquiring control is in the event
of the death of any large' stockholder. In the settlement
of his estate, it may be possible to acquire his holdings.
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A third way of acquiring control is by constant and regu-
lar purchases of the company's stock in the open market,
as large blocks are offered for sale. Gradually, through
these steady purchases, the interests desiring control find
themselves in sufficient possession of the stock to enable
them to control the policies of the business.
Non-Voting Stock. Perhaps the most effective of
the several ways of retaining control is through the issu-
ance of non-voting stock in exchange for stock entitling
its holder to the right to vote. A large proportion of
the preferred stocks issued by corporations has no voting
rights, the idea being that the stockholder gives up the
privilege of voting in exchange for his preferential rights
in matters of dividends or distribution of assets in the
event of liquidation. Of late, it has also become a pre-
valent practice to issue common stock with such particular
designations as "Class A," "Class E," and similar captions,
the most distinguishing feature of which is that they are
non-voting stocks. To the rank and file of the holders of
corporate stocks, the question of their right to vote the
stock at regular stockholders 1 meetings is of little moment.
What they are mostly interested in is the size and frequency
of their dividend checks, and the amount of profit they can
realize by selling out their holdings. It is entirely dif-
ferent, however, with the group which desires to retain ade-
quate control. To them the matter of voting rights is of
paramount importance; therefore, they must obtain possession
of the required majority of the voting stock. When merger
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stocks are exchanged for the stocks of the constituent com-
panies, it is not unusual, therefore, to find that whereas
the latter were possessed of voting rights, the former are
not so endowed. Sometimes this is partly compensated by
the increased dividend rate on the merger stock, as com-
pared with the stock of the individual companies. The im-
portant point is that voting rights are restricted to one
class of stock, which is more or less narrowly distributed
and closely held by the controlling interests. In this way,
they materially and effectually control the policies of the
merger, while the great mass of stockholders have no direct
voice in the management, because they have, as it were,
surrendered their birthright by giving their consent (given,
no doubt, by proxy) to the merger.
Control of Directors. Another method of retaining
control is by the simple expedient of controlling the elec-
tion of new directors, and not only their election, but also
their votes after election. By the power of the rule of ma-
jority, those in the favored position of possessing adequate
control, can come rather close to the point of electing their
own directors. Since the legal authority for the manage-
ment of the merger's affairs is vested in the board of di-
rectors, it is essential that these men are in harmony with
the desires and policies of the controlling interests. At
the annual elections of directors, therefore, those in con-
trol will naturally endeavor to see that any new directors
elected will not jeopardize their position, Ey thus hav-
ing all, or a sufficient majority, of the board of directors
controlled, these interests reign supreme.
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IX. STOCKHOLDERS' RIGHTS
The next question we shall discuss is the matter
of stockholders' rights. In the first place, what is the
attitude of the stockholders of the constituent companies
regarding the merger, and the subsequent exchange of stock?
The fact is that in a good many cases, their attitude is
one of apathetic indifference, due perhaps to lack of full
understanding of the effect of a merger on their interests.
The result is that when the time comes for them to express
their minds on the matter of consolidation, they either fail
to attend the meeting called for this purpose to see for
themselves what is proposed, or they delegate to another
by means of a proxy their right to vote on this important
question. If, then, matters turn out not to their entire
satisfaction, they will doubtless be very much disturbed,
arid will demand some form of compensation. They may re-
fuse to surrender their stock certificates in the consti-
tuent companies, sometimes with selfish motives. As one
writer on the subject of consolidations puts it, "People
familiar with such affairs realize that whenever any form
of corporate reorganization takes place there are always
some stockholders ready to raise objections, sometimes
perhaps in good faith, but frequently for the purpose of
showing that in objecting they are consistent with their
past records in this respect, and more frequently, it is
to be feared, for the purpose of forcing a settlement of
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their claims on a basis hardly to be distinguished from
(1)
blackmail.
"
Rights of Minority Interests. What, then, are
the legal rights of these objecting stockholders? Whether
or not they act in good faith in raising their objections
to the merger, or to the terms upon which the exchange of
stock is to take place, there are certain rights which the
law recognizes. This is, of course, as it should be, be-
cause otherwise they would have to submit at all times to
the rule of the majority.
"It would seem that objecting stockholders
may have two grounds for objection: (1) the proposed con-
solidation is illegal; (2) the stockholder does not deem
it expedient. To protect himself from injury on ground
(1), he may start an action for an injunction in an equity
court, and to protect himself against ground (2), he may
have recourse to certain statutes provided in most States
for the protection of minority stockholders who do not wish
to be forced into a consolidation against their will. These
statutes usually provide that the disgruntled minority stock-
holder may apply to a court of equity which will appoint ap-
praisers to appraise the money value of the applicant's
stock. The appraised value is then paid by the consolidation
as well as the expenses of the proceedings for valuation,
and the objector's stock is cancelled.
(1) Ref. No. 8, Page 538
(2) Ref. No. 8, Page 540
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X. DIVIDEND POLICY OF THE MERGER
One of the financial problems arising after
the merger is formed is the problem of its dividend poli-
cy. If stockholders are to be kept in good humor, they
must know what to expect in the way of dividends as the
aftermath of the merger. In determining this dividend
policy, there are three questions which must be decided.
We shall consider some of the factors governing these ques-
tions and their answers.
Application of Earnings. The first of these is,
Shall earnings be plowed pack into the business or used for
the payment of dividends? Here is where many newly formed
combinations have erred, in their desire to make a good di-
vidend showing, satisfy stockholders, and bolster up the
market for their stocks. In the interest of the future of
the consolidation, a policy of conservatism on the question
of dividend payments is often the wisest course, especially
in the early years of existence. This permits of the accu-
mulation of a surplus, which will fortify the business a-
gainst the day when earnings are less plentiful. Then the
wisdom of this policy will be manifested in the ability of
the company to pay dividends in lean years out of the accu-
mulated surplus withheld from the earnings of more prosper-
ous years. "Dividends are paid from such a surplus under
two circumstances: (1) in lean years when the regular rate
cannot be maintained out of current earnings, and (2) as a
'melon' or extra dividend, when the surplus becomes too
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large and the directors believe too much of the profits
(1)
has been withheld from the stockholders
.
M Another
point to be considered in the practice of a conservative
policy in the payment of dividends, is the fact that by
accumulating a surplus out of each year's earnings, the
company will be able to stabilize its dividend payments
over a period of years. Instead of paying a high rate of
dividend in an unusually prosperous year, if some of these
excess earnings are set aside in the surplus, and only a
reasonable dividend paid that year, when the leaner years
come, the surplus can be drawn upon for the payment of a
similar reasonable dividend, thus equalizing the rate.
"The final aim of a corporation should be the
declaration of dividends at a fairly stable rate year in
and year out. Stockholders, of course, have the right to
expect that as prices of all commodities and services in-
crease, their income also will increase. A stable divi-
dend policy, therefore, does not mean an inflexible policy,
but one that involves the payment of a fair rate of return,
taking into consideration the gradual growth of the business
and the gradual evolution of external events.
BA stable dividend record improves the credit of
the company and increases the value of the company's stock.
For example, for the ten years beginning with 1913 United
States Steel paid annual dividends on the common stock as
follows: 1913—5 per cent, 1914—3 per cent, 1915— 1-fc per
cent, 1916--8f per cent, 1917—18 per cent, 1918--14 per
(1) Ref. No. 8, Page 516
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cent, 1919--5 per cent, 1920—5 per cent, 1921— 5 per cent,
1922—5 per cent. The ten-year average was 7 per cent.
During the same time the National Biscuit Company paid 7
per cent annually. The average price of United States
Steel common during that period was 85.5 whereas the ave-
rage price of the National Biscuit Company stock was 115f."
Here is an excellent example of the effect of stable divi-
dends upon the value of a company's stock. In the case of
the United States Steel common stock, dividends paid over
the ten-year period fluctuated widely, ranging from a mini-
mum of 1-J per cent to a maximum of 18 per cent, whereas in
the case of the National Biscuit Company stock, dividends
remained fixed at 7 per cent each year. Comparing the ave-
rage prices of the two stocks in the same period, however,
we find that the price of the National Biscuit Company stock
averaged 30 points, or 35$, higher than that of the Steel
Company stock.
The Dividend Rate. ' Another question to be de-
cided is whether the merger should increase its dividend
rate. If possible, the dividend rate should be originally
fixed at a figure which will permit of increase with the
growth and prosperity of the business. The wisest policy
is to make no change in the regular dividend rate, and as
earnings permit, to declare "extra" dividends from time
to time. The maintenance of the company's regular dividend
payments reacts favorably on the market price of its stock,
while the "extra" dividends serve to satisfy the demands
of the stockholders, for their share of the excess earnings.
(1) Ref. No. 8, Page 519
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It also serves to protect the directors and management of
the business from adverse criticism from stockholders, be-
cause the latter can have no justifiable complaint if the
regular dividend payments are met each year. The payment
of an extra dividend need not be construed as establishing
a precedent on the company's part, and does not obligate
it in any way to continue the practice of such payments.
It is simply a phase of a conservative dividend policy,
which reacts to the mutual advantage of both company and
stockholder.
"Frequently when corporations find profits mount-
ing, their directors will feel like increasing the dividend
rate without leading stockholders to believe that the new
rate is to be expected in the future. In such an event the
increase will be called extra. For example, the United
States Steel in the last quarter of 1923 declared its regu-
lar li per cent dividend and an extra dividend of J of one
per cent. On the next dividend day the extra was increased
to J of one per cent. The company thus left itself in po-
sition to drop back to the regular dividend of l£ per cent
at any quarter without permitting the stockholders to cri-
tize or claim disappointment. The dividend record of the
Pennsylvania Railroad has been marked by the same sort of
(1)
considerate use of small extra dividends. w
Arrears of Dividends. The question of arrears
of dividends is a serious one, and one which is apt to
arise when a merger includes some companies which are in
arrears of dividends on their preferred stocks. The holders
(1) Ref. No. 8, Page 492
\you h
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of these stocks cannot be expected to surrender their
rights to these accumulated dividends, simply because
their corporation is about to merge. Something should
be done to compensate them; they should be given some
preferential advantage by the merger over other stock-
holders, who have suffered no loss of dividends from
their companies. There are certain ways of remunera-
ting these stockholders whose dividends are in arrears,
which are practiced in cases of reorganization of cor-
porations, and it would seem that similar methods could
be used in a merger. One of our writers on this subject
has this to say: "In some industrial companies one of
the difficulties has been to get rid of accumulations of
dividends on cumulative preferred stock. Many companies
of prominence have been in arrears; many were delivered
from their burdens by the prosperous years of the war period.
Others have had to resort to reorganization. The preferred
stockholders cannot be expected to surrender their arrear-
ages gratuitously. But they may do one of these things:
(1) accept securities for the arrearages, that is, the ar- .
rearages may be capitalized; (2) they may accept securities
with a higher rate of preference but without the cumulative
feature, that is, exchange a degree of certainty for a chance
of greater income; and (3) they may get a greater degree of
certainty, for which they will surrender an amount of income,
that is, they may accept bonds bearing a lower rate of in-
(1)
come than the stated preference on the stock."
(1) Ref. No. 8, Page 672
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XI. THE CORPORATE CHARTER
One of the most Important matters to be settled
in merger negotiations is the question of the corporate
charter. Its importance can be realized when we consider
that its charter may affect the merger's future business
policies, through either permitting or prohibiting it to
do or not to do certain things, which may be conducive to
its best interests. Consequently, careful thought and
deliberation should be devoted to the matter of the ob-
taining of the merger's charter. So many points bearing
upon the proposed activities of the merger are affected
by its charter, that it requires thorough investigation
and competent legal counsel to decide this question. We
shall discuss briefly two phases of this problem: (1) the
determination of the state in which to incorporate, and
(2) the scope of the corporate charter.
Selection of State for Incorporation* In select-
ing the state in which to incorporate the merger, there are
a number of factors which should be weighed carefully be-
fore making the choice. In general, that state should be
selected which offers the most favorable laws governing
the conduct of the particular industry or business in
which the merger is engaged. To begin with, there is the
question of the comparative taxation laws of the various
states. The importance of this question is apparent if
we stop to realize the number of kinds of taxation to
I.
lv1
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which both the corporation and its stockholders are sub-
jected by the state. "Taxation, it should be remembered,
includes all of the following taxes: the original organi-
zation tax; the annual franchise tax; the stock transfer
tax, which exists at present in New York, Massachusetts,
Pennsylvania and South Carolina; the inheritance taxes;
the ordinary property taxes; and occupation taxes. The
inheritance taxes are especially to be thought of if the
company is to be large and will expect to draw capital
from general investors, for the latter will discriminate
against those companies incorporated in States which re-
quire the estates or heirs of non-resident stockholders
to pay inheritance taxes upon the transfer of stock in
(1)
domestic corporations. 1*
In addition to the question of taxation, other
matters upon which the laws of the several states are at
variance are the following: Number and qualifications of
the incorporators; Requirements, liabilities, etc. of the
stockholders and directors; Powers and duration of the
corporation; Requirements concerning the capital stock,
the classes to be issued, par values, manner of payment
therefor, etc.; and Regulations as to the location of
the corporation's offices. All of these matters are
of great consequence to the future development of the
business of the merger, which cannot afford to be too
narrowly restricted or limited in its operations. Taking
all the foregoing points into consideration, including the
matter of taxation, the selection of the state of incor-
(1) Ref. No. 8, Pages 76,77
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poration can be intelligently made, the choice being, of
course, the state whose charter provisions are most li-
beral and best fit the purposes of the merger.
Scope of Corporate Charter . One of the most
essential matters pertaining to the incorporation of
the merger is the scope of its charter. In other words,
it must be careful in applying for the charter so to de-
fine the purposes and objects of the business as to make
full provision for the possibilities of future expansion.
It may be that within a comparatively short space of its
existence, the merger will desire to broaden its scope
of activities, and branch out into an entirely new line
of business for which it may be properly equipped. It
is conceivable that, with the revolutionizing inventions
and discoveries constantly being developed by modern sci-
ence, a particular business may become obsolete or seri-
ously crippled almost overnight. For example, industrial
chemistry has created entirely new industries because of
its discoveries relative to the synthetic production of
certain materials, as, for one example, the manufacture
of rayon. It is well then, in the light of all this, for
the merger seeking a charter to make its scope as broad
as possible, to provide for the contingencies of future
expansion, changes in the nature of its business, etc.
It should select a state which permits broad powers in
the conduct of the corporate business; such states as,
for example, Delaware, Maryland, New Jersey, New York,
Arizona and Nevada, all of which are quite liberal in
the matter of corporate powers.

PART THREE
ILLUSTRATIONS OP MERGERS
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XII. THE HORIZONTAL TYPE
THE INTERNATIONAL HARVESTER COMPANY
In order to illustrate the different types of
mergers, we have selected the leading corporations in each
class. We shall give a brief summary of their history,
organization, business and capitalization, thus outlining
their general and financial structure. For illustration
of the horizontal type of merger, we have chosen The
International Harvester Company, one of the outstanding
mergers of this sort.
History and Organization. "The International
Harvester Company - the harvester trust - was organized
in New Jersey on August 12, 1902. It represented a con-
solidation of the five leading manufacturers of harvesting
machines, - the McCormick Harvesting Machine Company (with
a factory at Chicago), the Deering Harvester Company (with
a factory at Chicago), the Warder, Bushnell and Glessner
Company (with a factory at Springfield, Ohio), the Piano
Manufacturing Company with a factory at Piano, Illinois
(near Chicago), and the Milwaukee Harvester Company (with
a factory at Milwaukee). The five plants of these com-
panies, according to an official statement, were the lar-
gest and most complete of their kind in the world. Among
them they produced approximately 85 per cent of the total
output of harvesting machines in the United States. Their
control of the harvester trade in the territory adjacent
r-
1525
to them (the great grain growing states of the country)
was even greater than 85 per cent, since the leading com-
petitors of the trust were located in Hew York state, with
a market largely confined to the North Atlantic states and
to foreign countries.
"Prior to the organization of the International
Harvester Company competitive conditions had prevailed in
the manufacture of harvesting machines. Notable improve-
ments in the manufacturing processes, combined with a
steady increase in the size of the factories, had led to
marked economies in production; and these in turn, owing
to competition, had led to considerable price reductions.
At various periods during the eighties the manufacturers
had endeavored, through price agreements, to hold competi-
tion in check, but without marked success. In 1887 and
again in 1890 attempts had been made to form a combination
of the leading manufacturers, and in 1890 a company had ac-
tually been chartered for that purpose; but in both in-
stances the plan had fallen through. From 1890 until the
organization of the International Harvester Company in
1902 apparently no attempt had been made to effect a con-
solidation. Competition, generally speaking, had been
quite active. In fact the organizers of the International
Harvester Company subsequently claimed that it was the
severity of competition that made a combination necessary.
The president of the International Harvester Company char-
acterized the competition as fierce; list prices could not
be maintained. Mr Glessner, of Warder, Bushnell and Glessner,
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expressed the opinion that 'in the harvester business
there was a competition never known in any other busi-
ness in the world.' Mr. Jones, of the Piano Manufac-
turing Company, testified that competition was so se-
vere that neither the manufacturers nor the dealers
were making anything. Moreover, the Commissioner who
heard the testimony in a suit in a Missouri court de-
scribed the competition as 'active, persistent, strenu-
ous, and fierce.'
HThe claim that the formation of a harvester
trust was necessary to avoid ruinous competition was
analyzed by the Bureau of Corporations in its investi-
gation of the International Harvester Company. 'There
is no doubt' said the Bureau, 'that the principal motive
for the formation of the International Harvester Co. was
to eliminate competition and to secure a dominant posi-
(1)
tion in the trade.' w
So much for the history of the organization
of the original company. Let us now see what happened
after its organization.
"After its organization the International
Harvester Company acquired a number of competing enter-
prises. In 1903 it purchased D. M. Osborne and Company,
the leading independent concern. This company had its
plant at Auburn, New York, and was thus in a favorable
position to compete for the export trade. Its chief
product was harvesting machines, but it also manufactured
(1) Ref. No. 9, Pages 231, 232, 233
i-
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tillage implements and binder twine
"During 1903-1904 some of the stockholders of
the International Harvester Company acquired the Minnie
Harvester Company, the Aultmann-Miller Company, and the
Keystone Company. These three companies were competitors
of the International Company, and were acquired ....
largely, if not almost wholly, for the purpose of elimi-
nating their competition. In each case the control was
kept secret, and the companies passed as independents.
In 1905 these three companies (and the Osborne Company)
were transferred to the International Company, apparently
as the result of a change of policy on the part of the
management. Thereupon the production of binders at these
three plants was discontinued, and the plants were used
to manufacture binder twine, auto buggies, trucks and
other lines.
"The International Harvester Company also en-
deavored to extend its control to other lines of farm
machinery, --lines not competing with harvesting machines.
In 1904 some of the stockholders of the company secured
control of the Weber Wagon Company; and in 1905 the pro-
perty of this company was transferred to the International.
The Weber concern occupied a very important position in
the farm wagon trade; and through it and the later exten-
sion of its business the International Harvester Company
became one of the leaders in this line
"The company also developed the new lines at
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its old plants. Thus, at the Milwaukee plant the manu-
facture of gasoline engines, cream separators, and trac-
tors was begun in 1904, 1905, and 1909, respectively.
The brands formerly made at the Milwaukee plant were
thereafter made at the McCormick works. Likewise the
Piano plant ceased manufacturing harvesters --the brands
formerly turned out there were thenceforth manufactured
at the Deering plant—and in 1905 and 1906 commenced the
manufacture of manure spreaders and wagons. The Champion
plant continued to make harvesting machines, but it added
hay tools in 1903, seeders in 1906, and manure spreaders
in 1908. In 1910 a large tractor works was opened in
Chicago. This was the only important new plant for the
manufacture of agricultural implements constructed by
the company in the United States
"The Harvester Company also strengthened its
position in the export trade. This it did by the pur-
chase of foreign companies, or by the construction of
plants abroad. For example, in 1903 the International
Harvester Company of Canada was incorporated. It built
a large harvester factory at Hamilton, Ontario, and sub-
sequently added tillage implements, seeders, and manure
spreaders. Other smaller plants were likewise acquired
in Canada. The Harvester Company also built or acquired
plants in Prance, Germany, Russia, and Sweden, and or-
ganized marketing companies in a number of other coun-
tries. The establishment of these factories abroad was
ftJ
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chiefly the result of the protective policy of these for-
eign countries. Generally speaking, it proved more pro-
fitable for the International Harvester Company to manu-
facture the machines abroad (thus saving the tariff duty)
than to make them in this country and export them. Obvi-
ously there was a great saving in transportation charges
as well, though this saving was offset in part, at least,
by the greater cost of production in the foreign plants,
the industry being one particularly suitable to this
country, and one in which the economies of large-scale
production are great.
"In 1913 there was made an important reorgani-
zation directly affecting the newly acquired lines and
the foreign business. On account of the suit brought
by the government to effect the dissolution of the Inter-
national Harvester Company on the ground that it was a
combination in restraint of trade, the board of directors
organized in the state of New Jersey on January 27 a new
company, called the International Harvester Corporation.
To the Corporation were transferred all the domestic
plants exclusively engaged in the manufacture of the 'new
lines', all the foreign plants, and all the transporta-
tion companies. The capitalization of the Corporation
consisted of $30,000,000 preferred stock and $40,000,000
common. This, it may be noted, represented just half
the total of each class of stock of the International
Harvester Company . The Company, starting out with a
capital of $120,000,000, all common, had in 1907 con-
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verted half of the common into preferred. In 1910 It
had declared a 33 l/3 per cent common stock dividend,
thus increasing its total capitalization to $140,000,000.
Because of the organization of the Corporation with a
capital of #70,000,000, the Company reduced its capital
from $140,000,000 to $70,000,000, and changed its name
(1)
to the International Harvester Company of New Jersey . n
Since this reorganization of 1913, there has
been another change in the name of the company. Con-
cerning this, Moody's Manual, 1930 edition, has this to
say:
w International Harvester Company was incorpo-
rated September 19, 1918 in New Jersey as a merger of
the International Harvester Company of New Jersey and
the International Harvester Corporation. As a result
of the merger, acquired all property, rights, franchises,
etc. of the two old companies, and assumed all their
debts, liabilities and duties* Charter is perpetual.
Company is engaged in the manufacture and sale in the
United States and in foreign countries, of agricultural
machinery, tools and implements of all kinds ( including
harvesters, threshers, grain binders, corn binders, reap-
ers, headers, mowers, rakes, shredders, hay tools, seed-
ing machines, manure spreaders, tillage implements, plows,
cream separators, milking machines, etc.) and binder twine,
gasoline and oil engines, tractors, wagons, and motor trucks.
"There were, as of December 31, 1929, 156 branch
(1) Ref. No. 9, Pages 237,238,239,240
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houses, transfer houses and motor truck sales and service
stations in the United States, and 20 branch houses, trans-
fer houses and motor truck sales and service stations in
(1)
Canada; also selling companies in various foreign countries."
As of December 31, 1929, the capitalization of
the International Harvester Company was as follows, accord-
ing to Moody *s Manual, 1930 edition:
1% Cumulative Preferred Stock, Par Value $100:
Authorized, $100,000,000.
Outstanding, $78,699,800.
Common Stock, No Par Value, ($2.50 per share dividend):
Authorized, 6,000,000 shares
Outstanding, 4, 409, 185 shares
Book Value, $176,367,400.
The average income for five years was $26,330,939, while
the dividend requirements were-Preferred, $5,508,986;
Common, $11,022,963.
(2)
There were no bonds outstanding on December 31, 1929.
(1) and (2) Ref. No. 10, Pages 1929,1930,1931
(
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XIII. THE VERTICAL TYPE
THE UNITED STATES STEEL CORPORATION
History and Organization. Referring again
to Moody's Manual, 1930 edition, we find that the United
States Steel Corporation was "originally incorporated
under New Jersey laws, February 25, 1901, and certificates
amended on April 1, 1901. Acquired practically all of
the capital stocks of the Federal Steel Co., National
Tube Co., American Steel & Wire Co., National Steel Co.,
American Tin Plate Co., American Steel Hoop Co., American
Sheet Steel Co., American Bridge Co., Lake Superior Con-
solidated Iron Mines, Shelby Steel Tube Co. and Carnegie
Steel Co. Since the acquisition of these companies the
corporation has acquired through its subsidiaries, and by
organization, purchase or lease the following: In 1901,
The Aragon Iron Mines; December 1, 1902, Union Steel Co.;
January 1, 1903, Troy Steel Products Co.; April 1, 1905,
H. C. Frick Coke Co.; September 1, 1903, United States
Steel Products Co.; May 1, 1904, Clairton Steel Co.; in
1906, organized Indiana Steel Co., Gary Land Co., Gary
Heat, Light and Water Co., and October 1, 1906, Universal
Portland Cement Co. January 2, 1907, leased Great Northern
Iron Ore properties, which lease was cancelled by the cor-
poration in 1915. In October, 1907, National Wire Corpo-
ration; November, 1907, Tennessee Coal, Iron and Railroad
Co.; in July, 1908, Schoen Steel Wheel Co. In 1917, or-
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ganlzed Federal Shipbuilding Co. and in 1924, acquired
Cyclone Pence Co. The corporation also owns the Cana-
dian Steel Corporation. In January, 1930, acquired Atlas
Portland Cement Co., paying therefor 176,265 common shares.
The Atlas properties were subsequently consolidated with
those of the Universal Portland Cement Co. under the title,
Universal Atlas Cement Co. Also purchased the properties
of Columbia Steel Corporation in January, 1930, paying
therefor 251,771 shares of oommon stock. Properties of
Columbia Steel Corporation were transferred to the United
States Steel Products Co. -Columbia Department.
"Subsidiaries and Properties - Some of the original
companies and their various subsidiaries were subsequently
consolidated or merged. At the close of 1929, the operat-
ing subsidiaries of the corporation were as follows-
-
Carnegie Steel Co.
American Steel and Wire Co.
Illinois Steel Co. (includes Indiana Steel Co.)
Illinois Steel Warehouse Co.
Minnesota Steel Co.
Lorain Steel Co.
American Sheet & Tin Plate Co.
American Bridge Co.
Universal Atlas Cement Co.
National Tube Co.
Tennessee Coal, Iron and Railroad Co.
United States Steel Products Co.
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Federal Shipbuilding and Dry Dock Co.
Cyclone Pence Co.
Clairton Steel Co.
Union Steel Co.
Scully Steel and Iron Co.
Canadian Bridge Co., Ltd.
"These subsidiary companies have 132 works,
101 blast furnaces, 29 Bessemer converters, 335 open-
hearth and electric furnaces, 42 blooming, large billet
or slabbing mills, 15 small billet or sheet bar mills,
8 rail mills, 5 universal plate mills, 10 sheared plate
mills, 9 structural shape mills, 23 wire rod mills, 13
skelp mills, 65 merchant mills, 206 hot mills-black plate
for tinning, 156 sheet jobbing and plate mills, 22 wire-
drawing mills, 13 nail mills, 13 barbed and twisted fence
departments, 15 woven fence departments, 3 spring works,
6 rope and electrical works, 33 welding pipe furnaces,
13 seamless tube mills, 13 bridge and structural plants,
36 galvanizing departments, 16 tinning departments, 5
splice bar, tie plate or rail- joint shops, 5 spike, bolt
or nut factories, 6 departments for cold-rolled products,
21 iron, steel or brass foundries, 11 sulphate of iron
plants, 14 cement mills, 20 commercial warehouses and
(1)
54 miscellaneous works and departments." In addition,
the Corporation owns extensive ore properties, coal and
coke properties, railroad and marine properties, and
miscellaneous properties.
(1) Ref, No. 10, Pages 130, 131
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The foregoing description of the organization
and extent of interests of the United States Steel Cor-
poration shows how completely it is a vertical combina-
tion, or integration. Professor Taussig describes the
course of its operations as follows:
"The United States Steel Corporation carries
out this sort of combination in a typical manner, and
on an enormous scale. Itself a union of previous com-
binations which had adopted the same method on a scale
already great, this corporation owns vast mines of iron
ore, of coal, and of limestone. The mines are situated
chiefly on the shores of Lake Superior, the coal mines
chiefly in Pennsylvania. Most of the ore is carried to
the coal, and smelted in the great iron-making district
of which Pittsburgh is the center; but in part the coal
is carried north and west, meeting the ore, to be smelted
at various places on the Great Lakes . To transport these
materials, the corporation has its own railways in the
Lake Superior region and in the region from Pittsburgh to
Lake Erie; and it owns a great fleet of steamers and bar-
ges on the Lakes. The pig iron, made in its own furnaces,
is converted into steel of various shapes in its own steel
mills. The further operations of converting the steel in-
to rails, structural and bridge shapes, plates and sheets,
tubing, and wire, are carried on in still other establish-
ments. In no other industry, and nowhere else in the world,
has the experiment of vertical combination been conducted
(1)
on so great a scale."
(1) Ref. No. 4, Page 61
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Capitalization. "The capitalization of the
Steel Corporation was enormous. Under its amended cer-
tificate of incorporation it issued $304,000,000 of
bonds, exclusive of $81,000,000 underlying indebted-
ness, and was authorized to issue $1,100,000,000 of
stock, half preferred and half common. All of the
bonds and $425,000,000 of each class of the stock were
issued, mainly in exchange for the securities of the
companies first acquired. Shortly after its organiza-
tion the Corporation acquired the Lake Superior Consoli-
dated Iron Mines and other concerns, and as a result its
issue of each class of stock increased to over $500,000,-
000, making a total stock issue of over $1,000,000,000.
The Steel Corporation, measured by capitalization, and
perhaps by any test, was the largest industrial corpora
-
(1)
tion the country had yet produced."
On December 31, 1929, according to Moody's
Manual, 1930 edition, the capitalization of the Steel
Corporation was as follows:
1% Cumulative Preferred Stock, Par Value $100:
Authorized, $400,000,000
Outstanding, $360,281,100 (as of March 14, 1930)
Common Stock, Par Value $100, (pays
Authorized, $1,250,000,000
Outstanding, $813,284,000
Outstanding, $856,087,600 (as of March 14, 1930)
Bonded Debt:
Outstanding, $112,257,978
(1) Ref. No. 9, Page 206
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Bonded Debt (continued):
Outstanding December 31, 1928-$456,602,415.
Average income for five years was $121,386,546, while
dividend requirements were-Preferred, $25,219,677 and
(1)
Common, $87,500,000.
As to the earnings of the Steel Corporation,
the following information is interesting, this being
taken from an account in the financial columns of the
Boston Post of January 28, 1931:
"The United States Steel Corporation reports
for the December quarter of 1930 net profit of $12,366,-
088, after all charges and taxes and available for divi-
dends, against $24,195,162 in the preceding quarter and
$39,972,358 in the final quarter of 1929. Net profit for
the year ended Dec. 31, 1930, as compiled from quarterly
reports, was $104,465,774, against $197,592,060 in 1929.
For the year 1930 company showed $9.12 a common share.
This compares with $19.96 a share, excluding special and
net adjustments, and $21.19 a share, including latter
items, in 1929. U. S. Steel earned in December quarter
70 cents a share on 8,687,435 common shares, against $2.06
a share on 8,669,278 common shares in preceding quarter,
and $4.14 a share on 8,132,840 common shares in the Decem-
ber quarter of 1929. Total earnings for the December
quarter were $23,083,791, after federal taxes, but before
interest, depreciation and depletion, against $37,995,299
in previous quarter and $57,926,552 in the December quar-
ter of 1929. Directors declared regular quarterly dividends
(1) Ref. No. 10, Page 135
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of $1.75 a share on common and preferred stocks. Common
dividend is payable March 30 to stock of record Feb. 28
and preferred is payable Feb. 27 to stock of record Jan.
31. In quarter ended Dec. 30, 1930, net profit of $12,-
366,088 includes $3,695,426 special income receipts, in-
cluding quarterly apportionment of net interest on federal
tax refunds and net adjustments in various accounts. In
December quarter of 1929 no special item of income was
included in net profit. However, there was special in-
come of $9,972,351, including adjustments in various ac-
counts and not applicable to any quarter credit to in-
come for year 1929."
Referring back to the matter of its capitali-
zation, it is noteworthy that bonded debt was reduced
from $456,602,415 on December 31, 1928 to $112,257,978
on December 31, 1929, a reduction of over $344,000,000.
Eventually, the capitalization of this greatest of in-
dustrial corporations will consist only of preferred
and common stocks, thus giving its stockholders one
hundred per cent equity in its vast resources.

139
XIV. THE CIRCULAR TYPE
GENERAL POODS CORPORATION
History and Organization. The General Foods
Corporation, according to Moody's Manual, 1930 edition,
was "incorporated in Delaware February 15, 1922 as
Postum Cereal Co. Inc. succeeding a company of the same
name incorporated January 22, 1920. Name changed to
Postum Co. Inc. March 9, 1927, and to present title July
24, 1929. Manufactures, with its subsidiaries, Postum,
Instant Postum, Grape Nuts, Post Toasties, Post's Bran
Flakes, Post's Bran Chocolate, Blue Ribbon Mayonnaise,
Baker's Chocolate, Baker's Cocoanut, Log Cabin Syrup,
Swans Down Cake Flour, Jell-0, Minute Tapioca, Certo,
Calumet Baking Powder, Diamond Crystal and Shaker Salt,
and other cereals and food products. In the latter part
of 1927 company entered into an agreement with Sanka Coffee
Corporation to market the latter's product. Plants lo-
cated at Battle Creek, Michigan, LeRoy and Fairport, New
York, Evans ville, Indiana, Chicago, Illinois, Hoboken,
New Jersey, Long Island City, New York, Orange and Dor-
chester, Massachusetts, Bridgeburg and Windsor, Ontario,
Montreal, Canada, and Manila and San Pablo, Philippine
Islands. Employs 5,000. On August 1, 1928, company ac-
quired Cheek-Neal Coffee Co. of Nashville, Tennessee,
oroducer of Maxwell House Coffee, for a consideration of
(1)|21,250,000 in cash and 350,000 shares, (after split-up).
(1) Ref. No. 10, Page 3014
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The conditions in the food industry were such
that a circular merger, such as the General Poods Cor-
poration, was inevitable. Here is what the president
of this merger says in regard to these conditions, and
how they were overcome by the methods of his company.
"Changes of style and installment buying proved
to be the panaceas for some, but they offered no solution
for the problems we of the food industry had to face, and
combinations or mergers were studied as never before as
possibly presenting the best way out of the difficulty.
"Now there was nothing new in the idea of com-
bination. The past thirty years or so were replete with
combinations of various kinds; nor was there anything in
the combination of the old order which could meet the par-
ticular problem we of the food industry, and particularly
of the Postum Company, had to face.
"Forty-eight thousand manufacturers were seeking
the consumer market through the established channels of
trade. Jobbers, chains and independent retailers were be-
sieged with sales representatives, each asking and advan-
tage for their particular product. Trade practices were a
series of experiments subject to constant change and modi-
fications, and the isolated manufacturer found himself in
the fog of uncertainty. Further a unique development had
taken place in the distributing field evidenced by the e-
normous growth of the chain stores.
"Manufacturers must take cognizance of these
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things and modernize their own distributing machinery.
"With these conditions facing it, the Postum
Company took account of stock. For some time past, we
had successfully merchandised several nationally adver-
tised products through one sales organization, and the
experience created the conviction that an efficient or-
ganization, national in scope, could maintain jobber,
chain and retail contacts and widen its line by the ad-
dition of several new products, and at the same time do
justice to each one.
"This idea was put into execution early in 1926
with the merger of the Postum and Jell-0 Companies. Other
mergers followed rapidly and at the end of 1926 four com-
panies were operating under one executive management and
merchandising their products through one sales organization.
"As experience was gained, the plan broadened
and duplicate organizations were created to handle other
groups of products, until there were five separate sales
organizations, each one doing the work formerly performed
by several, handling some eighty products under the name
of the Postum Company.
"A uniform policy has been adopted for all and
executive direction still emanates from the same source.
There were certain underlying principles that governed
this expansion program. Each product coming up for con-
sideration must present certain qualifications; it must
be non-competing with its affiliated products; it must

have established consumer acceptance; it must be a leader
or near leader in its own particular line; must have a
consistent record of earnings and have been sufficiently
long in business to have an assured stability.
"The advantages of the plan soon became obvious.
We had combined the brains and experience of several com-
panies as well as the products which they manufactured
and while material reductions in sales and executive ex-
pense quickly followed, these were perhaps not the great-
est benefits which the circular merger created.
"Uniform policy in meeting the outlets of dis-
tribution on the part of so many companies was a most im-
portant contribution. Our united experience and greater
resources enabled us to develop our scientific research
and to broaden our understanding of some of the important
principles of advertising. It was more than a merger of
balance sheets and properties. It brought together the
good will of a number of institutions and enabled us to
get a much fuller appreciation of the value of good will*
"Our experience to date gives positive evidence
that definite inroads have been made in the cost of dis-
tribution while sales of individual products have increase
At the same time, wages have been maintained and in some
cases profits to the distributor have been increased and
(1)
lower prices to the consumer have been inaugurated."
(1) Ref. No. 5, Pages 65, 66, 67
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The extent to which the General Poods Corporation
has accomplished savings in the cost of distribution is dem-
onstrated by the following figures:
"Year Selling Cost in Per Cent of Sales
1922 34. 7#
1923 32.4
1924 30.6
1925 24.7
1926 25.4
1927 25.1
1928 23.2
"In six years the cost of selling has fallen from
34.7 to 23.2 per cent-a decline from the 1922 level of 33
per cent This reduction in selling expense came pri-
marily from the bringing together of the sales organizations
of several companies into five groups resulting in a material
reduction in the number of salesmen.
"Now it is interesting to see that even though the
company achieved such notable economies in selling, it had
not at first gone as far in consolidating sales as to an
outsider would seem easily possible. As we have seen, it
still maintained five sales groups, all calling on the same
trade and so to a great extent resulting in duplicated
effort.
"It is not surprising, therefore, that in 1929
a single selling company, General Poods Sales Company, Inc.
was formed to take over the work of the five subsidiary
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distributing companies.
"Under this plan all products going to any one
class of trade are handled by the same sales force. Gro-
cery salesmen sell all grocery products to groceries, ano-
ther group specializes on sales to institutions, and so on.
This resulted from experience indicating that it was prefer-
able to have each salesman sell more products to fewer cus-
tomers and at the same time to specialize not on products
but on types of customers. This enables each salesman to
know his trade better and to get around to see his customers
(1)
more often."
Capitalization. The capitalization of the
General Foods Corporation is notably simple, consisting
of only one class of stock. As of December 31, 1929,
according to Moody's Manual, 1930 edition, the capitaliza-
tion was as follows:
Authorized- -6, 000, 000 shares (no par value)
Outstanding-5,274,527 shares ($3 dividend basis)
Book Value-|47,703,293.
Average income for four years was $14,165,914; dividend
requirement, based on number of shares outstanding December
(2)
31, 1929, was $15,823,581.
In regard to its current earnings, according to
the financial columns of the Boston Post of February 2,
1931, the Corporation's net income for the nine months
period ending September 30, 1930 was $15,515,280, or $2.93
per share, against $14,840,252, or $2.83 per share for the
same period in 1929.
(1) Ref, No. 5, Pages 68, 69
(2) Ref. No. 10, Page 3015
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XV. ARE MERGERS ECONOMICALLY JUSTIFIED?
We have now reached the point in our study of
the economic and financial aspects of mergers where we
may pause and ask ourselves, Are mergers economically
justified? We must answer this question from the stand-
point of society-at-large, since no great change in our
economic system can justify itself unless it can prove
that it contributes to the welfare and best interests of
society, to which it is finally responsible. Let us, then,
examine into the effects upon society brought about by the
merger movement.
Economies Effected by Mergers. We have discussed
at some length the economies effected by mergers in the
four major fields of production, distribution, administra-
tion, and financing. Are all of these economies real, in
the sense that they are of direct benefit to society? In
other words, do these economies of merger organization re-
sult in improving the economic conditions of the general
public? It is true that mergers can produce and distribute
their products at costs materially lower than their inde-
pendent competitors, due to their superior organization
and financial strength. This being. so, the savings thus
effected should not be retained entirely by the owners
of the business as increased profits and more dividends.
To be sure, they are entitled to their proportionate share,
since they have risked their capital in the enterprise.
)
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A reasonable share of these savings belongs to society,
that is, the consumer, without whose support the merger
would not have been possible. It is the economic and
social duty, therefore, of the merger to see that the
consumer receives a justly proportionate share of its
economies in production and distribution, administration
and financing. While we have no figures to substantiate
this statement, we are of the opinion that, in most cases,
the consumer does not always receive his full allotment
of these economies of merger organization. We are in-
clined to believe that, generally speaking, those in-
terests controlling the stock ownership of these large
combinations retain for themselves "the lion f s share",
and perhaps, if there is anything left, it may be passed
along to the consumer. The latter is led to believe,
through advertisements in the press, that he is getting
the full share of the economies of the new organization;
that it is only through the unstinting generosity of the
company that the consumer is enjoying this reduction in
prices of its products. This practice of withholding
the savings of combination from the consumer is even
more prevalent where the merger constitutes a virtual
monopoly or near-monopoly of a product. In such cases,
instead of reducing prices, it is conceivable that they
may even be increased, as long as the consumer will pay.
In view of all this, therefore, we believe that mergers
are not always economically justifiable, unless they are
quick to share their economies with society.
1
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Economic and Social Hardship, Another point
concerning the economic justification of mergers is the
economic and social hardship which they directly or in-
directly cause. As we have pointed out in another part
of this study, mergers contribute heavily to the number
of unemployed through their sometimes ruthless policy of
eliminating surplus or unnecessary personnel. Thousands
have been thrown upon the support offered by state and
charitable organizations as the direct result of the many
large mergers which have taken place in recent years.
The "white collar" class has been particularly hard hit
through wholesale elimination of clerks, executives,
bookkeepers and accountants, salesmen, etc., many of
whom have grown old in the service of the very companies
which now find them superfluous, for no other reason than
that the company has gone into a merger. Since these con-
ditions are widespread, those who are thus deprived of
their livelihood, are usually unable to find other em-
ployment, either through their inability to turn to other
kinds of work, or because they are "too old."
This, we believe, constitutes a serious economic
and social problem, and is, therefore, a strong argument
against the economic justification of mergers. If the
merger movement continues to grow as rapidly in the next
ten years as it did in the past decade, we shall have to
find some solution to this economic and social problem
arising out of the increase in unemployment directly at-
tributable to mergers and consolidations.

149
Another phase of the economic hardship brought
about by the economies of mergers is the increase in the
amount of idle plant and equipment. Invariably, as the
direct result of a large merger, several factories may
be closed permanently. Multiplying by the number of
mergers taking place in a comparatively few years, we can
obtain some conception of the extent to which they have
created idle, non-productive plant and equipment. Scat-
tered throughout the length and breadth of the country,
these lifeless structures stand, bearing the grim legend,
"To Let" or "For Sale" - mute witnesses to the onslaught
of the mighty power of mergers. What of the effect of
this upon the livelihood of an entire community? Before
the coming of the merger, the industrial, commercial and
economic life of a community depended largely upon the
local industry or business. Families, stores, banks,
amusements, churches, and all the other elements of com-
munity life derived their support from this local industry.
Then one day, it is announced that the local business has
been absorbed by a mammoth merger, and that the factories
will be closed, as all production will be transferred to
the main plants of the merger, perhaps a hundred miles
distant. What a changed community remains, after the
doors of the factories have been closed, and the inevitable
sign posted like a crape on a house of deathj From an ac-
tive, prosperous community, the town gradually takes on
the appearance of the "deserted village," between the moving
away of families to other towns and the closing of stores, etc.
rii
I
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Elimination of Competition* As we have already-
seen, one of the primary objects of many of our mergers,
those of the horizontal type in particular, is the elimi-
nation of competition. The question naturally arises,
Is this desirable? Sometimes it is and again it is not,
in our opinion. When this competition is of such a na-
ture as to undermine and tear down the standards of good,
honest business methods and practices, it is better that
it be abolished. Unfair and dishonest practices, cut-
throat price slashing, dishonest advertising, and all
the other tricks and subterfuges employed by certain un-
ethical concerns can have no place in the modern business
world. The enlightened consumer public wants none of them.
If mergers can and do eliminate this type of competition,
then they are conferring a real benefit on society. Ano-
ther type of competition, the elimination of which is to
be desired, is that which is purely wasteful, overlapping
duplication. Real savings are to be made from the elimina-
tion of such wasteful methods, which can yield no economic
benefit to society. There is, however, a certain type of
competition which deserves a place in our economic system.
This is the real, stable and sound competition of honest,
fair and square business methods, employed by the greater
part of our modem business institutions. It is such com-
petition which stimulates improvements of all kinds in the
production and distribution of commodities, and which re-
sults in lower prices to the consumer. While it is, no
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doubt, true that a certain amount of waste and duplication
exists in this type of competition, there is also much in
its favor, through the economic benefits to the consuming
public, as the result of the constant rivalry and struggle
for supremacy of the interests participating in it. When
mergers automatically eliminate such competition, we fear
that society does not gain from the merger as much as it
loses from the disappearance of sound, honest competition.
To revert to our question, Are mergers economical-
ly justified?— it is our opinion that there is much to be
said for and against the merger movement. On the one hand,
mergers accomplish much good, through the savings they are
able to effect, and the economic and financial waste and
duplication they eliminate. All economic savings result
in some benefits to society, so that mergers are justified
to that extent. On the other hand, mergers do not always
share the. savings that they effect as fully as they might
with the consuming public, but retain much the larger part
for themselves, i. e., for their owners. Again, mergers
contribute a great deal to social and economic hardship,
first, by increasing unemployment, and second, by increas-
ing the amount of idle plant and equipment, resulting in
both instances in widespread loss and suffering. Finally,
mergers tend to eliminate sound, honest competition, which
has a real place and performs its proper function in our
economic system. To the extent that they are responsible
for these unwelcome and harmful changes, mergers are not
economically justified.
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XVI. THE FUTURE OF THE MERGER MOVEMENT
Let us stop and consider the future possi-
bilities of this merger movement. Certain it is that
we shall have it with us more than ever, as the present
mergers grow and expand into still bigger ones, and the
movement spreads to all lines of industry. Of course,
there may be periods, during such depressions as we are
passing through at present, when the number of mergers
will decline. This will be offset by the increase in the
number and size of consolidations in periods of prosperity.
The following remarks as to the future of the merger move-
ment may prove of interest:
"The probabilities are, however, that, over a
period of years, more and more mergers will be formed.
Rapid and extensive as the merger movement has been there
are still vast numbers of companies as yet independent,
to say nothing of small mergers that might well combine.
There are literally thousands of logical mergers that
could be formed and that doubtless will be formed, sooner
or later.
"It is unlikely that the formation of mergers
will progress at a uniform pace. There will be periods
favorable to consolidation when the pace will be rapid.
There will be other times when for one reason or another
the progress will be slow. There have always been such
fluctuations and there is every reason to believe that
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there always will be
"The attitudes of the public, the law makers
and the courts have, however, a powerful influence in stimu-
lating or retarding business consolidations. Sometimes the
effects of laws are not easy to foresee. Thus the Clayton
Act, designed to insure fair competition and to some extent
to hamper the activities of mergers, actually stimulated
merging, according to many lawyers. It put restrictions
upon the things independent competitors could do by agree-
ment among themselves, and so forced them to merge so that
they could do legally as a merger what would be illegal for
them to do unmerged.
"Even the income tax law had its effect. Origi-
nally when the stock of a merger was exchanged for the stock
of an independent company the stockholder was taxed on the
transaction. That dampened the ardor for merging. But when
about 1920 the ruling was made that under certain circumstan-
ces such exchanges of stock were not taxable, many desirable
mergers that had been shelved for some time were consummated.
"The attitude of the Department of Justice and of
the courts has a direct and strong influence upon the for-
mation of mergers. As this is written there are indications
that these factors may become less lenient. Several suits
and investigations are threatened. If it is found that
there has been too much leniency in the government's policy
under the law, there doubtless will be hesitancy on the part
of business men to take chances on the putting together of
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mergers that they would have felt perfectly safe in spon-
soring only a few months previously.
"Financial and "business conditions, also, have a
great influence. When the public has plenty of money for
investment, or when there is a relatively short supply of
securities for sale, is generally a propitious time for
floating a new merger. On the other hand, when the public
has been severely drubbed by a declining market it habitu-
ally nurses its wounds and for a time avoids investing in
new securities. At such times plans for mergers that re-
quire outside financing are usually held up. However, if
there is to be no new financing and merely an exchange of
securities there is no reason why the merger cannot be con-
summated. In fact, it may be highly desirable to go ahead
in order to secure the economies of operation that are of
such great importance in times when business is dull.
"Hence, making allowance for all of the factors
mentioned, the probabilities are that, left to itself, busi-
ness will more and more group itself in mergers. Rapid and
extensive as has been the movement there is plenty of mer-
(1)
ging yet to be done .
"
Government Legislation and Administration. As
the merger movement grows and extends itself into all lines
of industry and commerce, the problem of government admin-
istration and legislation becomes more acute. The Federal
Trade Commission will be called upon more than ever before
to investigate into the business and practices of mergers.
(1) Ref. No. 5, Pages 188, 189, 190
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This will doubtless tend to have a salutary effect upon
the business practices of mergers, as the investigations
conducted by the Commission from time to time unearth in-
formation and facts and figures relative to any condemna-
tory practices. As to future government legislation and
enforcement by the courts, the "rule of reason" already
adopted in several important Supreme Court decisions will
probably continue to serve as the criterion of the legality
of mergers. This doctrine was first promulgated in 1911,
in the Supreme Court's decisions on the American Tobacco
Company and Standard Oil Company cases. Three important
principles were involved in this "rule of reason," and
they may be briefly summarized as follows:
"The first may be said to be, that a consolidation
of competitors is not of itself necessarily unlawful merely
because it would eliminate competition between the companies
involved. This was of the greatest importance to business.
"The second principle laid down was in effect that
the particular form or make-up of a merger did not affect its
legality from the ant i-trust law point of view. Thus it is
not necessarily illegal for one company to buy the capital
stock of another even if that other be a competitor.
"The third principle was that the intent of those
involved in or responsible for a merger was to be taken into
consideration- in fact was to be one of the criteria of the
legality or illegality of the merger
"Thus if a merger has for its intent and purpose
7
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the formation of a monopoly which shall keep out all com-
petitors and oppress consumers through high prices or other-
wise, it is unlawful. In determining what the intent is the
court may consider evidence as to, first, the proportion of
the total production of an industry controlled by the merger;
second, the effect of the merger upon prices; and third, the
attitude and action of the merger toward competitors. In
fact, the court may consider any evidence which throws light
upon the question of whether the merger is primarily for the
purpose of securing perfectly proper advantages such as
greater economy or whether it is seeking such absolute control
as will enable it to oppress the people.
"Thus there is apparently no limit to the size of
an industrial merger so long as it has no evil or illegal
(1)
intentions .
"
Future mergers, therefore, will have little to
fear from the courts if they can show convincingly that
they have not been organized for the purposes of monopoly,
and the complete control of prices. When, on the contrary,
they are formed for such legitimate purposes as effecting
economies and eliminating wasteful duplication in the pro-
duction and distribution of goods, they will receive the
approbation of the courts and the support of the public.
Mr. C. 14. Chester, Jr., President of the General
Poods Corporation, looks to the future of mergers with con-
fidence in their success, so long as they render a real ser-
vice to the public. His views are clearly set forth in the
following statement:
(1) Ref. No. 5, Pages 165, 166, 167
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"What of the future? Speculation as to future
merger trends must, of course, be purely academic. Up to
the present, the merger which has been eminently successful
has been eminently faithful to its two-fold duty-to the in-
vestor and consuming public. At that point of future merger
progress when efficient management can find no waste in pro-
duction or distribution, then economic law, on which the
merger was founded, shall have run its full course.
"The sound merger has no fear of Congress or the
Federal Trade Commission. These bodies, which the public
has set up for its own protection, and the courts which ad-
minister their enactments, do not disturb mergers that ren-
der a public service through reduced costs, manufacturing
(IT
economies, improved products and better distribution."
Mergers in All Industries. Should mergers be
confined to certain industries, or extended to all? The
answer to this question is, we believe, that they should
be extended to all industries, provided that in no indus-
try they would be inimical to the public interest. In-
dustries in which the control of natural resources is in-
volved greatly concern the general welfare of the public,
and must not be allowed to become monopolized. Our public
utilities have already participated in many large mergers,
notably in the electric light and power industry. There
should be a limit beyond which such mergers would be for-
bidden, otherwise our great natural water power resources
may become so closely controlled as to be a detriment in-
stead of a benefit to the public welfare.
(1) Ref. No. 6, Page xv (introduction)
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Already we have had mergers and consolidations
In practically all of our large Industries. Generally
speaking, they have improved conditions in these indus-
tries. Production has been more nearly stabilized, dis-
tribution has been improved and facilitated, while in
many cases, consumer prices have been lowered due to the
economies of large scale organization. Moreover, there
has been a notable improvement in general business methods
and practices. In the field of advertising, for example,
there has been a general uplifting of the character and
tone of advertisements, as the dishonest and unscrupu-
lous advertiser has been crushed by the force of the
bigger and better advertising programs of mergers. There
has also been an improvement in the fields of employee
welfare and public relations, in these industries in which
mergers have been prominent, as the importance of indivi-
dual rights of worker and consumer have become recognized
forces in the conduct of all business.
Which Type of Merger? As to the question,
Which type of merger best accomplishes the desired end-
Horizontal, Vertical or Circular?, we can form no positive
opinion, since each has its peculiar function. As to their
respective merits or advantages, we can form some general
conclusions. The horizontal merger, composed of several
units in the same business, and formed to eliminate com-
petition, has the advantage of combining the methods,
experience, financial strength and executive ability of
these many units into one, with beneficial results to all.
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It has the disadvantage, however, of being subject to
attack by the courts on the ground that it is a "com-
bination in restraint of trade," and as such, illegal.
The vertical merger, composed of all processes in the
manufacturing and distribution of products, for the
purpose of integration, enjoys the advantage of con-
trolling its product from the elementary stages of the
sources of its raw materials, to the final steps in
its distribution to the ultimate consumer. It is under
the disadvantage, however, of being compelled to invest
tremendous amounts of capital in plant, equipment, raw
materials and transportation facilities; furthermore,
since each step in the entire process is interdependent
with all the others, failure of any one step to perform
its function seriously impairs or retards the entire
business process. As for circular mergers, made up of
several non-competing businesses, or products, for the
purpose of improving the processes of distribution, they
seem to be in the most favorable position of all. The
reason for this is explained by one writer as follows:
"The future for circular mergers is particu-
larly bright. They are not subject to attack by anti-
trust laws in the same degree that the horizontal mer-
ger is. They do not require the excessive investment
in raw material and transportation facilities which usu-
ally characterize the enormous vertical trusts in this
(1)
country and Europe .
"
(1) Ref. No. 6, Page 97
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XVII. PINAL CONCLUSIONS
The Value of the Study. In conclusion, we
feel that we should say a few words as to the value of
our study. Before doing so, however, we should like to
express ourselves regarding the subject of the study.
It has been one of intense personal interest, and a
subject which we have thoroughly enjoyed studying.
We feel that we have profited a great deal from the
work involved in the preparation of the study, and
that we have a better understanding of some of the
aspects and problems of mergers, as a result of it.
We feel that this study is of value in that
it presents some of the more important economic and
financial aspects of mergers. Such phases of the sub-
ject as are of more particular interest to the economist,
the business man, and the general public have been dis-
cussed at some length. To review briefly, we began our
study with an historical summary of the growth and pro-
gress of the merger movement, and the various legisla-
tion affecting it. We then discussed some of the chief
economic principles involved, following which we de-
scribed the different types of mergers. Next, we took
up the question of the purposes and objects of mergers,
to ascertain the many reasons for their formation.
We then considered at some length the nature of some of
the more important operating problems of mergers, and
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attempted to show how these problems are treated. Our
next topic was the social and political aspects of mer-
gers, wherein we discussed their effect upon society.
Turning to the financial aspects of mergers, we consi-
dered in some detail such subjects as the financial
plans, the retention of control, stockholders' rights,
dividend policies, and the corporate charter. By way
of illustration, we then presented a brief considera-
tion of the leading corporations of each type of merger,
reviewing their history, organization and capital struc-
ture. We brought our study to a close with certain con-
clusions as to the economic justification for mergers,
and the possibilities for the future of the movement.
We make no pretense to having covered the
entire field of the subject of mergers; that was not
our purpose. We simply attempted to present a con-
sideration of some of the more interesting economic
and financial aspects of this important movement, since
these particular phases of the subject are of interest
to all, whether student, business man or public citizen.
The subject of the study is one which is of increasing
importance to the business world, and the general public.
We hope that our study has clarified some of the points
of interest to these two groups, and that it has contri-
buted something to the thought on the subject. If it
has succeeded in accomplishing this, we shall be most
grateful and shall feel more than repaid for our efforts
in undertaking this study.
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